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THE IMPLICATIONS OF REFINERY CLOSURES
FOR U.S. HOMELAND SECURITY AND CRIT-
ICAL INFRASTRUCTURE SAFETY

Monday, March 19, 2012

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON HOMELAND SECURITY,
SUBCOMMITTEE ON COUNTERTERRORISM AND INTELLIGENCE,
Aston, PA.

The subcommittee met, pursuant to call, at 10:11 a.m., in the
Mirenda Center for Sport, Spirituality, and Character Development
at Neumann University, One Neumann Drive, Aston, Pennsyl-
Va:inia, Hon. Patrick Meehan [Chairman of the Subcommittee] pre-
siding.

Member present: Representative Meehan.

Also present: Representatives Carney and Fitzpatrick.

Mr. MEEHAN. The Committee on Homeland Security, Sub-
committee on Counterterrorism and Intelligence will come to order.
The subcommittee is meeting today to hear testimony regarding
the implications that refinery closures have on homeland security
and critical infrastructure safety.

First, I would like to thank everybody including the witnesses for
attending this morning. I appreciate the effort that has been taken
on behalf of all of those involved to have this important field hear-
ing. This is an official Congressional hearing as opposed to a town
hall meeting, and as such, we must abide by certain rules on the
Committee of Homeland Security and the House of Representa-
tives, and I kindly wish to remind our guests today that dem-
onstrations from the audience, although I suspect and know that
you will be behaved, including applause and outbursts, as well as
those of other decorum issues, would be the same as if we were in
the House of Representatives, so I ask that you keep those an ap-
propriate control as it is important that we respect the decorum
and rules of the committee. I have also been requested to state that
according to those rules, photography and cameras are limited to
accredited press only.

Now that we have those housekeeping issues behind us, before
we begin, I would like to ask unanimous consent that Congressman
Mike Fitzpatrick from Pennsylvania’s 8th Congressional District
and Congressman John Carney of Delaware be permitted to partici-
pate in today’s hearing. Although they do not sit fully as Members
of the Homeland Security Subcommittee, they have requested and
I am very, very grateful to have their participation here today on
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this committee, and Congressman Fitzpatrick spoke to me just a
few minutes ago, and here he is. He has just arrived.

I would also like to express my deep appreciation to President
Rosalie Mirenda and the family here at Neumann University for al-
lowing us to take advantage of this beautiful facility, and I guess
it is the right time of year to be in a basketball court, but I am
thankful for all of their hospitality, and I know that President
Mirenda considers herself a real neighbor to the area, which is so
dramatically affected by the proposed closings. So what I would
like to do is reserve myself a moment to make an opening state-
ment.

I would like to welcome everyone to today’s Subcommittee on
Counterterrorism and Intelligence field hearing. I look forward to
hearing from today’s witnesses on the impact the refinery closures
will have on the security of our critical infrastructure and the con-
tinued safety of the homeland. This issue is not only important lo-
cally but the closure of these refineries will have powerful reper-
cussions for the entire Northeast region and the entire country. For
these reasons, I am glad to have today’s witnesses to delve deeper
into these issues and to determine the potential vulnerabilities in
the event of a terrorist attack or a natural disaster.

At today’s hearing, I hope to gain answers to the following crit-
ical questions. What are the reasons that refineries are closing in
the United States? If the Northeast is the largest gasoline market
in the United States, why are particularly East Coast refineries
being closed? What are the consequences of the recent refinery clo-
sures in the Northeast on the immediate and long-term oil supply?
How will these resulting shortages be addressed? What are the se-
curity issues raised by greater reliance on pipelines, shipping, and
rail for product delivery to the Northeast? What are the National
security implications if the loss of refining capacity and expertise
that we have here in the United States is allowed to dwindle?
What is being done to address those security issues and stresses
on our critical infrastructure systems?

As we all well know at the local level, the decline of domestic re-
gional refining in our Nation is alarming, and in my view will af-
fect our National and homeland security. On September 6, 2011,
Sunoco announced that they would be idling their Marcus Hook
and Philadelphia refineries by July 1, 2012, if a buyer could not be
found. Just 3 weeks later, ConocoPhillips announced that they
planned to idle and sell their refinery in Trainer, Pennsylvania.
These three area refineries represent 50 percent of the total East
Coast refining capacity. If the recent decision to close the
HOVENSA facility in St. Croix is included, these closures represent
a production loss of more than 1 billion barrels a day from our re-
gion.

The economic impact of these closures is obvious and dev-
astating. Our local workforce is among the best in the world with
a demonstrated record of excellence and safety. Thousands will lose
their jobs. Some already have.

As a lifelong resident of the greater Philadelphia area, I know
the role that the refineries have played, a major role in our local
economy. Our family and friends work at the refineries and support
local businesses. Moving forward, our entire delegation remains
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committed fully to helping secure a buyer so that these facilities
can continue operations, but as we deal with the local implications,
it is proper to ask: What is the impact of disruptions to oil distribu-
tion systems, particularly natural disasters like hurricanes or
earthquakes? The Gulf Coast is the largest supplier of domestic re-
fined products and a major source of important crude for the
United States.

Our country relies on a complex and modern infrastructure sys-
tem to distribute energy domestically. This reliance is critical to de-
livering necessary supply to meet demand in the Northeast as well
as in all regions of our country. Any minor disruption in this sys-
tem can create major problems for many of the very things that we
depend on every day, from heating our homes to fueling our vehi-
cles. A major disruption can cause serious issues for our Nation
and our security.

If a buyer is not found for the Philadelphia refinery and the facil-
ity is closed, over half the refining capacity in the Northeast will
be removed in a span of only 6 months. I have serious concerns as
to how much stress this puts on the current infrastructure system
and the increased risk in the event of a natural disaster, terrorist
attack, or other geopolitical event.

After Hurricanes Katrina and Rita hit the Gulf Coast, we wit-
nessed just how vulnerable the reliance on the Gulf Coast and
pipeline infrastructure for energy supplies can be. Five days after
Hurricane Katrina struck, the U.S. Minerals Management Service
reported that 88% percent of Gulf crude oil production was shut
down or off-line. This amounted to 25 percent of the total Federal
off-shore crude production, leaving many platforms evacuated or
destroyed. Less than a month later, Hurricane Rita made landfall
in the Gulf, resulting in significant damage. The cumulative effect
of these two storms resulted in the temporary suspension of oper-
ations at 10 refineries, a loss of over 2 million barrels per day from
the market, and significant pipeline disruption. The Colonial pipe-
line, a critical artery for the Northeast to receive our refined fuel
products from the Gulf, was temporarily closed, along with Capline
and Plantation pipelines.

Of similar concern is the threat to oil facilities from acts of ter-
rorism. Since the September 11, 2001, terrorist attacks, there has
been great concern about the security of the Nation’s critical infra-
structure including oil refineries and pipelines. Al-Qaeda and its af-
filiate networks have previously expressed interest in attacking
critical infrastructure in the homeland including oil and gas facili-
ties. Last year, the Department of Homeland Security and the FBI
warned State and local police across the United States that al-
Qaeda has a continued interest in attacking oil and natural gas
targets. In fact, this information came directly from intelligence
that was seized during the raid of Osama bin Laden’s compound
in Abbottabad. Al-Qaeda targeting the oil infrastructure has long
been a part of the al-Qaeda playbook.

In 2002, the group claimed responsibility for the bombing of a
French oil supertanker off the coast of Yemen. In a brazen Feb-
ruary 2006 operation, al-Qaeda attacked the Abqaiq facility in east-
ern Saudi Arabia. The facility is one of the world’s largest and it
produces 13 million barrels of oil per day. Although the damage in-
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flicted by the attack was quickly contained, the mere news of an
attack pushed oil prices up by $2. Perhaps more significantly, ex-
perts believe that attacks on oil and gas infrastructure could be an
increasingly common likelihood as al-Qaeda changes its target set
to an area that would garner the most attention and inflict the
most damage on the United States’ economy. Relatedly, the Depart-
ment of Homeland Security recently warned about cyber attacks
against the oil and gas sectors by the hacker group Anonymous.

In closing, the threat to our energy distribution system is very
real. Accidents, natural disasters, and terrorist attacks have proven
to disrupt oil facilities’ operations in the past. I expect that they
will also do it in the future. That is partly why I am concerned
about further pressuring our delivery systems to accommodate in
the event of Philadelphia refinery closures.

I look forward to hearing from today’s witnesses on how these
closures will impact the region and the country and how we can
provide for the continuing security of our oil distribution systems
and the safety of our homeland.

[The statement of Mr. Meehan follows:]

PREPARED STATEMENT OF CHAIRMAN PATRICK MEEHAN

MARCH 19, 2012

I would like to welcome everyone to today’s Subcommittee on Counterterrorism
and Intelligence field hearing.

I look forward to hearing from today’s witnesses on the impact the refinery clo-
sures will have on the security of our critical infrastructure and the continued safety
of the U.S. Homeland.

This issue is not only important locally but the closure of these refineries will
have powerful repercussions for the entire Northeast region and the entire country.

For these reasons, I am glad to have today’s witnesses to delve deeper into these
issues and to determine the potential vulnerabilities in the event of a terrorist at-
tack or a natural disaster.

IMMEDIATE QUESTIONS ON REFINERY CLOSURES

At today’s hearing, I hope to gain answers to the following critical questions:

e What are the consequences of the recent refinery closures in the Northeast on
immediate and long-term oil supply?

o How will the resulting shortages be addressed?

e What are the security issues raised by greater reliance on pipelines, shipping,
and rail for product delivery to the Northeast?

e What is being done to address those security issues and stresses on our critical
infrastructure systems?

BACKGROUND INFORMATION ON THE ISSUE

As we all well know at the local level, the decline of domestic regional refining
in our Nation is alarming, and in my view, will affect our National and homeland
security.

On September 6, 2011, Sunoco, Inc. announced that they would be idling their
Marcus Hook and Philadelphia refineries by July 1, 2012, if a buyer could not be
found. Just 3 weeks later, ConocoPhillips announced that they planned to idle or
sell their refinery in Trainer, Pennsylvania.

The economic impact of these closures is obvious. Our local workforce is among
the best in the world with a demonstrated record of excellence and safety.

As a lifelong resident of the greater Philadelphia area, I know the refineries have
played a major role in our local economy. Our family and friends work at the refin-
eries and support local business.

Moving forward, I remain fully committed to helping secure a buyer so these fa-
cilities can continue operations.
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IMPACT OF DISRUPTIONS TO OIL DISTRIBUTION SYSTEMS

The Gulf Coast is the largest supplier of domestic refined products and a major
source for imported crude for the United States. Our country relies on a complex
and modern infrastructure system to distribute energy domestically. This reliance
is critical to delivering necessary supply to meet demand in the Northeast, as well
as in all regions of our country. Any minor disruption in this system can create
major problems for many of the very things that we depend on every day from heat-
ing our homes to fueling our vehicles. A major disruption can cause serious issues
for our Nation and our security.

If a buyer is not found for the Philadelphia refinery, and the facility is closed, over
half of the refining capacity in the Northeast will be removed in a span of only 6
months. I have serious concerns as to how much stress this puts on the current in-
frastructure system and the increased risk in the event of a natural disaster, ter-
rorist attack, or other geopolitical event.

After Hurricanes Katrina and Rita hit the Gulf Coast, we witnessed just how vul-
nerable the reliance on the Gulf Coast and pipeline infrastructure for energy sup-
plies can be.

Five days after Hurricane Katrina struck, the U.S. Minerals Management Service
(MMS) reported that 88.5 percent of Gulf crude oil production was shut-in, or “off-
line”. This amounted to 25 percent of the total Federal offshore crude production,
leaving many platforms evacuated or destroyed.

Less than a month later Hurricane Rita made landfall in the Gulf resulting in
significant damage. The cumulative effect of these two storms resulted in the tem-
porary suspension of operations at 10 refineries, a loss of over 2 million barrels per
day from the market, and significant pipeline destruction. The Colonial pipeline, an
artery for the Northeast to receive our refined fuel products from the Gulf, was tem-
porarily closed, along with Capline and Plantation pipelines.

THE THREAT TO OIL FACILITIES FROM ATTACKS

Since the September 11, 2001 terrorist attacks, there has been great concern
abo%{: the security of the Nation’s critical infrastructure, including oil refineries and
pipelines.

Al-Qaeda and its affiliate networks have previously expressed interest in attack-
ing critical infrastructure in the homeland, including oil and gas facilities.

Last year, the Department of Homeland Security and the FBI warned State and
local police across the United States that al-Qaeda has a “continuing interest” in
attacking oil and natural gas targets. In fact, this information came directly from
intelligence seized during the raid on Osama bin Laden’s compound in Abbottabad,
Pakistan. Al-Qaeda targeting of oil infrastructure has long been a part of the al-
Qaeda playbook.

In 2002, the group claimed responsibility for the bombing of a French oil super-
tanker off the coast of Yemen.

In a brazen February 2006 operation, al-Qaeda attacked the Abqaiq facility in
Eastern Saudi Arabia. This facility is one of the world’s largest and produces 13 mil-
lion barrels of oil per day.

Although the damage inflicted by the attack was quickly contained, the mere
news of an attack pushed oil prices up by $2. Perhaps more significantly, experts
believe that attacks on oil and gas infrastructure could be an increasingly common
likelihood, as al-Qaeda changes its target set to an area that will garner the most
attention and inflict the most damage on the U.S. economy.

Relatedly, the Department of Homeland Security recently warned about attacks
against the oil and gas sector by the hacker group Anonymous.

CLOSING

The threat to our energy distribution system is very real. Accidents, natural disas-
ters, and terrorist attacks have proven to disrupt oil facilities’ operations in the
past. I expect they will also do so again in the future.

That is partly why I am so concerned about further pressuring our delivery sys-
tems to accommodate for the Philadelphia refinery closures.

I look forward to hearing from today’s distinguished witnesses on how these clo-
sures will impact the region and the country, and how we can provide for the contin-
ued security of our oil distribution systems and the safety of our homeland.

Mr. MEEHAN. At this point in time, I would like to recognize the

gentleman from Delaware, Mr. Carney, for any statement that he
may have.
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Mr. CARNEY. Thank you very much, Congressman Meehan. It is
a privilege to have the opportunity to join you and Congressman
Fitzpatrick at this field hearing today for the U.S. Homeland Secu-
rity and Critical Infrastructure Safety Committee. I want to thank
you for obtaining unanimous consent, which I know is required of
the committee for a Member of the House who is not on the com-
mittee to participate, and I know that that is not always easy, par-
ticularly even getting the votes from your own side.

But this is an issue that you and I, Congressman Fitzpatrick and
the rest of our regional delegation including Congresswoman
Schwartz, Congressman Brady, and Congressman Fattah have
been working on since the news broke several months ago, and our
efforts have been really fairly simple, and that is to work with re-
fineries, their employees, and other interested parties in keeping
these facilities open and operating. Those efforts have included
meeting with prospective buyers trying to sort out some of the
issues that we are going to delve into today in terms of the reasons
that the refineries are closing and are finding themselves non-com-
petitive in the global oil markets and those are some of the ques-
tions that I have today.

But our goal throughout has been really pretty simple. This, I
think, is a different attack really to the problem as we look at try-
ing to sort through some of these issues, and some of the issues
that you identified in your opening statement in terms of the rea-
sons that the East Coast refineries in particular are closing. We
had the misfortune down the road in Delaware of having the Dela-
ware City refinery close for some time and then be reopened. Of
course, we have had long discussions about how that experience
may apply up here in southeastern Pennsylvania.

I am interested in hearing about what drives pricing and what
drives the ability of refineries to make a profit. Sunoco leaders
have told us for some time that they have been losing large
amounts of money on a monthly basis, and of course, my constitu-
ents just see the price at the pump going up and don’t quite under-
stand how that doesn’t flow through to the refinery and the folks
that work there.

I am particularly concerned, as you are, Congressman Meehan,
about the effects of a shutdown like this or reduced refining capac-
ity in our region on our economic assets in this region and on price
stability for our consumers, our constituents, and the businesses
that we represent.

All the industries that I talk to, and I know that my colleagues
talk to, tell me today that the most important component of being
successful is quality of the workforce. We know here that for gen-
erations of families in the area where I grew up in Claymont, Dela-
ware, and other places in New Castle County and of course here
in Pennsylvania have manned those facilities with a quality work-
force that is necessary to get the job done. It is disturbing to see
these refineries at risk when we know that the work there is being
done by a quality workforce.

One of the other issues that you identified, Mr. Chairman, in
your opening statement is the fact that our region, if and when
these refineries close, will depend then on the logistics of pipelines
and ships moving product in and out of our region and that raises
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questions about the security of those logistics to attack by terrorist
groups and others.

So I want to just close by thanking you again for including me
in this field hearing, for getting the approval to have the hearing
in the first instance, and I look forward to having a dialog with the
experts, and I want to thank the witnesses for coming. It is a lot
more difficult, I am sure, for you to get here maybe than it would
be to get to our hearing rooms on the Hill. It is a hell of a lot easier
for me to get here from Wilmington than it is to get to the District
of Columbia.

So thank you very much and I look forward to our discussions
this morning.

Mr. MEEHAN. Thank you, Mr. Carney.

Now I would also like to turn to our colleague in the House, the
gentleman from Pennsylvania’s 8th Congressional District, Mr.
Fitzpatrick, for any opening comments he may have.

Mr. FITZPATRICK. Good morning, and I would like to thank the
Chairman, Mr. Meehan, for convening this critically important
hearing here in Pennsylvania and this part of the country and for
inviting Representative Carney and me also the opportunity to be
here to listen to these witnesses and to ask the questions that real-
ly are on the minds of so many Americans.

The rising cost of energy of course is dominating the headlines
and impacting so significantly our budgets, our business budgets,
and our family budgets, demonstrating, I think, for all of us how
economic security, energy security, and National security are all
really inextricably intertwined in this industry.

There were riots because of rising fuel prices back in the late
1970s. I remember 1979 when I was growing up in Bucks County,
some of the first gas riots occurred in the Five Points section of
Levittown, my hometown in southeastern Pennsylvania, and it was
a very difficult time in our Nation’s history, but to put things in
perspective, in 1979, the price of a gallon of gas was 85 cents,
which adjusted for inflation to today’s numbers, that would be
$2.50 a gallon, and I noticed over the weekend we are getting very
close now to $4 a gallon, today’s numbers.

So this is a very timely hearing. This is an important hearing,
and it is important, as I said, not just for family budgets and busi-
ness budgets but for our National security and for, you know, not
to forget the important issue of jobs in southeastern Pennsylvania,
especially in this region.

So Congressman, thanks for convening the hearing and for let-
ting us participate.

Mr. MEEHAN. Thank you, Mr. Fitzpatrick.

Other Members of the committee who are not here today but who
may wish to submit opening statements, they may be submitted for
the record.

[The statement of Ranking Member Higgins fllows:]

PREPARED STATEMENT OF RANKING MEMBER BRIAN HIGGINS

I would like to thank the Chairman for holding a hearing on this very important
matter. This is a matter that impacts not only the Chairman’s district, but also the
entire Northeast, including Western New York. That is why I am very interested
in today’s topic and the testimony that will be presented.
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Northeastern oil refineries supply about 40% of the region’s gasoline, 60% of the
region’s Ultra Low Sulfur Diesel, and 45% of its heating oil. Replacing this region’s
supply demand with additional domestic and foreign imports could pose logistical
challenges. I hope that testimony will indicate what these challenges are and how
this region can handle them. Further, will these challenges cause the price of gaso-
line and heating oil products to increase?

What are the other options for getting oil to this area? Are the ports in this area
equipped to both handle crude 0il? Are any nearby ports able to handle waterborne
oil products? Even if there are ports that can handle waterborne oil products, will
there be an ability to inject oil into the pipelines used by the refineries?

Furthermore, we also need to look at the security issues involved in relying on
cargo ships and pipelines to supply oil to this region. We know that before his death,
Osama Bin Laden asked al-Qaeda operatives to target pipelines, oil tankers, and
dams in the United States. Since bin Laden’s death, however, is this still a threat?
What exactly are the Department of Homeland Security and the Department of
Tranipgrtation doing to ensure that these pipelines are not vulnerable to terrorist
attacks?

In addition to terrorist attacks, what are the Department of Homeland Security
and the Department of Transportation doing to ensure that in the event of a natural
disaster, oil will reach the Northeast if the Pennsylvania refineries are closed? After
Hurricanes Katrina and Rita, we witnessed just how vulnerable these pipelines can
be. We need to know how to be prepared in the event of a natural disaster.

All in all, we also need to realize the reality of this situation. There are ordinary,
everyday people involved in these decisions to close the refineries. Not only will the
closures affect the thousands of people that work in this area, but also the closures
will affect the people of the Northeastern region. The people that want to drive or
heat their homes this fall. However, according to the Energy Information Adminis-
tration, until companies know whether or not the Sunoco plant will close they are
not planning to make significant investments in new logistical arrangements. Not
having logistical arrangements in place could yield dire consequences for this region.

Mr. Chairman, I would like to reiterate that this is not just a local issue. This
is an issue that reaches far beyond Pennsylvania. I look forward to receiving testi-
mony that will address how we will deal with the reality of these oil refinery clo-
sures, and how this will impact our security.

Mr. MEEHAN. In addition, the United Steel Workers have asked
whether they can submit testimony for the record, and without ob-
jection, that is so ordered.*

So we are pleased today to have two panels that we will be hear-
ing from. The first panel has witnesses before us today who bring
expertise from their service on behalf of agencies within the United
States Government. The first is Dr. Howard Gruenspecht, who was
named Deputy Administrator for the United States Energy Infor-
mation Administration in March 2003. Since July 2011, he has also
served as EIA’s Acting Administrator with responsibility for col-
lecting, analyzing, and disseminating independent and impartial
energy information to promote sound policymaking, efficient mar-
kets, and public understanding of energy and its interaction with
the economy and the environment. Over the past 30 years, Dr.
Gruenspecht has worked extensively on electricity policy issues in-
cluding restructuring and reliability, regulations affecting motor
fuels and vehicles, energy-related environmental issues, and econ-
omy-wide energy modeling. Before joining EIA, Dr. Gruenspecht
was a Resident Scholar at Resources for the Future. From 1993 to
2000, he served as the Director of Economic, Electricity, and Nat-
ural Gas Analysis in the Department of Energy’s Office of Policy.
I would also like to express my personal appreciation on behalf of
our entire delegation. I know that we on a couple of occasions have
asked for the EIA to make available to us expeditious review of
studies that would give us a sound basis to understand his inter-

*The information was not received at the time of publication.
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pretation or the agency’s interpretation of the impact of refinery
closings, and I am grateful for the timely response with which the
administration worked.

In addition, we have with us today Mr. Brandon Wales, who is
the director of the Homeland Infrastructure Threat and Risk Anal-
ysis Center at the Department of Homeland Security. Under Mr.
Wales’ leadership, the center has grown to become a robust, all-
hazards analytical resource for public- and private-sector partners
covering the full array of risks and challenges facing the infrastruc-
ture community. Mr. Wales also oversees the Department’s Ad-
vanced Modeling, Simulation, and Analysis program at the Na-
tional Infrastructure Simulation and Analysis Center. Mr. Wales
was asked to lead the review of the Counterterrorism and Analysis
program at the National Infrastructure Simulation and Analysis
Center. Mr. Wales was asked to lead the review of the Counterter-
rorism and Cybersecurity Mission Area during the first Quadren-
nial Homeland Security Review. Prior to joining the Department,
Mr. Wales served as the principal national security advisor to
United States Senator Jon Kyl and was a senior associate at the
Washington-based Foreign Policy and National Security Think
Tank.

So for both panels, we would greatly appreciate it if you would
summarize your submitted testimony and do your best to keep your
opening statements within the 5 minutes that are allotted under
the rules. So I now recognize Dr. Gruenspecht for your testimony.
Dr. Gruenspecht.

STATEMENT OF HOWARD GRUENSPECHT, ACTING ADMINIS-
TRATOR, ENERGY INFORMATION ADMINISTRATION, DE-
PARTMENT OF ENERGY

Mr. GRUENSPECHT. Thank you, Mr. Chairman and Members. I
appreciate the opportunity to appear before you today.

The Energy Information Administration, as you pointed out, is a
statistical and analytical agency. We don’t promote or take posi-
tions on policy issues, and we have independence with respect to
the information and analysis we provide. Therefore, our views
should not be construed as representing those of the Department
or other Federal agencies.

We have been following changes in the East Coast refining mar-
ket closely, as described in the reports that accompany my testi-
mony. ConocoPhillips’ Trainer and Sunoco’s Marcus Hook refineries
were closed during 2011 but were partially offset by the restart of
PBF Energy’s Delaware City refinery, which is about the same size
of Trainer. HOVENSA’s U.S. Virgin Islands export refinery, which
supplied the East Coast, also closed in February 2012. The impacts
of that closure are just beginning, but by itself, it is not expected
to be a major problem.

Sunoco also announced plans to idle Sunoco Philadelphia, its re-
maining refinery in the Philadelphia area, in July 2012 if no buyer
is found. As shown in table 1 of my testimony, again, this refinery
alone represents roughly one-quarter of East Coast refining capac-
ity as of August 2011.

As indicated in our latest report, all of these closures would cre-
ate a shortfall of about 240,000 barrels per day for gasoline and
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180,000 barrels per day of ultra-low-sulfur diesel, ULSD for short,
by 2013 when both existing demand and expected demand growth
are considered.

A new requirement in New York State that heating oil meet the
ULSD specification starting in July 2012 will effectively boost
Northeast ULSD demand by an estimated 70,000 barrels per day,
or 20 percent on an annual basis, with the impact concentrated in
the winter.

In recent years, Northeast refineries supplied about 40 percent
of the gasoline, 60 percent of the ULSD, and 45 percent of the
heating oil consumed in the Northeast. Product imports and re-
ceipts from refineries on the Gulf Coast made up most of the re-
mainder, and would need to be increased to compensate for reduc-
tions in refining capacity. Extra barrels may also be brought in
from the Midwest but the main problem is less defined replacement
supplies and the logistics of moving them to locations in the North-
east market.

Two distinct bottlenecks bear watching. The first regards product
movements from the Gulf Coast to the Northeast, whether by pipe-
line or water. The Colonial pipeline that delivers products from the
Gulf Coast to the Northeast is at or near capacity. Under the Jones
Act, waterborne shipments between U.S. ports must use U.S.-
flagged vessels built in the United States and manned by U.S.
crews, and the availability of such vessels for new routes is un-
known.

The second constraint regards moving products from East Coast
ports onto the smaller product pipelines that originate in the Phila-
delphia area to serve inland Pennsylvania and western New York.
From a supply standpoint, ULSD will likely be the most chal-
lenging fuel to replace, reflecting the global tightness in distillate
markets. Conventional and reformulated gasoline is more broadly
available than ULSD but replacement volumes may still come at
higher prices. If Sunoco Philadelphia refinery closes, prices would
likely rise, but specific price impacts are uncertain. If parts of the
region cannot be adequately supplied in the short term, prices can
spike. In the longer run, we would also expect higher prices and
maybe higher price volatility to result from longer supply chains,
as alluded to in your opening statement. Industry participants
have yet to identify a single solution that would address all of the
logistical hurdles in the short term. Third parties are definitely
looking into options.

Since our report was written, Sunoco has indicated that should
its Philadelphia refinery be idled, its Eagle Point, New Jersey, ter-
minal, which has been converted from a refinery, would be fully
functioning at that time. The terminal would be able to bring in
product from the Delaware River and deliver significant volumes
into the pipelines moving inland into Pennsylvania and western
New York. Sunoco has also informed us of its ability to move lim-
ited product volumes across the Marcus Hook and Philadelphia
dockets into these inland systems.

In addition, the American Waterways Operators has indicated
that Jones Act tankers and barges should be able to pick up extra
volumes that may be needed from the Gulf Coast. We hope to learn
more about this in the coming weeks.
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Over the longer term, significant adjustments in East Coast and
Caribbean transportation, storage, and terminal infrastructure will
help cope with reduced refining capacity and accommodate longer
supply lines. But these facilities will not all become immediately
operational. Also, to the extent these facilities are located outside
the United States and do not have the same reporting require-
ments as U.S. facilities, the markets will be less transparent.

The situation is evolving. Our reports have already generated
further discussion and information, and we plan to continue to
monitor the situation.

This concludes my testimony, Mr. Chairman and Members, and
I would be happy to answer any questions you may have.

[The statement of Mr. Gruenspecht follows:]

PREPARED STATEMENT OF HOWARD GRUENSPECHT

MARCH 19, 2012

Mr. Chairman and Members of the committee, I appreciate the opportunity to ap-
pear before you today. The Energy Information Administration (EIA) is the statis-
tical and analytical agency within the Department of Energy. EIA does not promote
or take positions on policy issues, and has independence with respect to the informa-
tion and analysis we provide. Our views should not be construed as representing
those of the Department or other Federal agencies.

EIA has been following the changes in the East Coast market closely as described
in the reports that accompany my testimony. Significant capacity serving Northeast
petroleum product markets was recently idled. ConocoPhillips’ Trainer and Sunoco’s
Marcus Hook refineries were closed during 2011, but were partially offset by the re-
start of PBF Energy’s Delaware City refinery, which is about same size as Trainer.
(Table 1) HOVENSA’s U.S. Virgin Islands export refinery, which supplied the East
Coast, also closed in February 2012. The impacts of that closure are just beginning,
but by itself it is not expected to be a major problem for Northeast product markets.

Sunoco also announced plans to idle its remaining refinery in Philadelphia (Sun-
oco Philadelphia) in July 2012 if no buyer is found. This refinery represents roughly
one-quarter of East Coast refining capacity as of August 2011.

As indicated in the report attached to this testimony, all these closures would cre-
ate a shortfall of about 240,000 bbl/day for gasoline and 180,000 bbl/d for ultra-low-
sulfur diesel (ULSD) by 2013, representing the need to both make up for lost pro-
duction and meet expected demand growth. A new requirement in New York State
that heating oil meet the ULSD specification starting in July 2012 will effectively
boost Northeast ULSD demand by an estimated 70,000 bbl/d, or 20%, on an annual
basis. Because heating demand is seasonal, the impact is concentrated in winter.

In recent years, Northeast refineries supplied about 40% of the gasoline, 60% of
the ULSD, and 45% of the heating oil consumed in the Northeast. Product imports
and receipts from refineries on the Gulf Coast made up most of the remainder, and
would need to be increased to compensate for reductions in refining capacity. Extra
barrels may also be brought in from the Midwest. But the main problem is less to
find replacement supplies than the logistics of moving them to locations in the
Northeast market. Logistics and transportation constraints could raise price levels
and volatility if Sunoco Philadelphia is idled.

Two distinct bottlenecks bear watching. The first regards product movements
from the Gulf Coast to the Northeast, whether by pipeline or water. The Colonial
Pipeline that delivers products from the Gulf Coast to the Northeast is at or near
capacity. Waterborne shipments within the United States require vessels meeting
Jones Act requirements (U.S.-flagged vessels built in the United States and using
U.S. crews). These vessels are in use and availability for new routes is unknown.
The second constraint regards moving products from East Coast ports onto the
smaller product pipelines that originate in the Philadelphia-area to serve inland
Pennsylvania and western New York.

From a supply standpoint, ULSD will likely be the most challenging fuel to re-
place, reflecting the global tightness in distillate markets. Conventional and refor-
mulated gasoline is more broadly available than ULSD, but replacement volumes
may still come at higher prices.

If Sunoco Philadelphia refinery closes, prices would likely rise, but specific price
impacts are uncertain. If parts of the region cannot be adequately supplied in the
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short term, prices can spike. In the longer run, higher prices and higher price vola-
tility may result from longer supply chains.

Industry participants have yet to identify a single solution that would address all
of the logistical hurdles in the short term. Third parties are looking into options,
but are unlikely to commit large investments in new logistical arrangements until
the status of Sunoco Philadelphia is known.

Since our report was written, Sunoco has indicated that should its Philadelphia
refinery be idled, its Eagle Point, New Jersey, terminal (which has been converted
from a refinery) would be fully functioning at that time. The terminal would be able
to bring in product from the Delaware River, and deliver significant volumes into
the pipelines moving inland into Pennsylvania and Western New York. Sunoco has
also informed us of its ability to move some product volumes across the Marcus
Hook docks into these inland systems.

In addition, the American Waterways Operators, a trade association for Jones Act
vessels, has indicated that Jones Act tankers and barges should be able to pick up
extra volumes that may be needed from the Gulf Coast. We hope to learn more
about this in the coming weeks.

Over the longer term, significant adjustments in East Coast and Caribbean trans-
portation, storage, and terminal infrastructure will help cope with reduced refining
capacity and accommodate longer supply lines, but these facilities will not all be-
come immediately operational. Also, to the extent these facilities are located outside
the United States and do not have the same reporting requirements as U.S. facili-
ties, the market will be less transparent.

The situation is evolving. Our report has already generated further discussion and
information, and EIA will continue to monitor this situation.

This concludes my testimony, Mr. Chairman and Members of the committee. I
would be happy to answer any questions you may have.
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Mr. MEEHAN. Thank you, Mr. Gruenspecht.
Now I turn to Mr. Wales. Mr. Wales, I look forward to your testi-
mony.

STATEMENT OF BRANDON WALES, DIRECTOR, HOMELAND IN-
FRASTRUCTURE THREAT AND RISK ANALYSIS CENTER, DE-
PARTMENT OF HOMELAND SECURITY

Mr. WALES. Thank you, Chairman Meehan and distinguished
Members of Congress, for inviting me to address the issue of refin-
ery closures in the Mid-Atlantic Region. The availability of refined
petroleum products is an important issue for the Department of
Homeland Security, and I appreciate the opportunity to discuss
this with you.

I am the Director, as you stated, of the Homeland Infrastructure
Threat and Risk Analysis Center, known as HITRAC, which is
charged with analyzing risks to the Nation’s critical infrastructure
from threats and hazards both natural and man-made. As you
know, in the last 6 months, two Philadelphia-area refineries have
ceased production, and the third refinery in the region announced
that it will close by July if a buyer is not found. These refineries
represent 50 percent of the region’s refining capacity, but a simple
examination of these refineries does not tell the complete story as
there are other sources of refined product for the region including
the Colonial pipeline system, which moves refined product from re-
fineries on the Gulf Coast to cities on the eastern seaboard. Addi-
tionally, major East Coast ports receive refined product from var-
ious points in Europe and the Gulf Coast.

At HITRAC, we have examined whether the loss of capacity rep-
resented by the closing of the Mid-Atlantic refineries significantly
affects the resilience of regional or National petroleum supply sys-
tem. In other words: Is there sufficient capacity to supply the East
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Coast with refined petroleum products? HITRAC’s initial analysis
shows that the refinery closures should not have homeland security
impacts due to this loss of supply.

In order to put our analysis into context, it is important to un-
derstand HITRAC’s role in supporting the Homeland Security mis-
sion. HITRAC serves as the analytic arm of the Department’s Of-
fice of Infrastructure Protection and provides strategic, operational,
and tactical analysis to our public- and private-sector partners so
that they can make more-informed decisions regarding the manage-
ment of risk. Our work supports homeland security-related exer-
cises, training activities, contingency and security planning, and re-
sponse to real-world incidents that affect the Nation’s infrastruc-
ture. Modeling complex real-world systems such as the petroleum
network underpins all of the analysis performed by HITRAC.

A massive and complex network of refineries, transmission pipe-
lines, tank farms, and terminals produce and deliver refined petro-
leum products. Because the network is so interconnected, interrup-
tion of any of these components could cascade into other parts of
the system causing imbalances and shortages. However, the system
is dynamic. In the event of a disruption in one part of a pipeline
network, for example, flow can sometimes be diverted to func-
tioning pipelines or production can be surged at another refinery
while consumers respond to shortages and resulting price increases
by limiting consumption.

Because of the significant role that petroleum plays in our econ-
omy, HITRAC has undertaken a number of capability development
efforts to better understand the domestic and international fuel
supply. In 2011, for example, we completed a model of the National
transportation fuel system, which helps analysts estimate the ef-
fects from damage or disruption to components of this system.

In examining the potential implications of the closure of the
Marcus Hook and Trainer refineries, and the planned closure of
Sunoco’s Philadelphia refinery, HITRAC executed a simplified anal-
ysis of these closures. Initial analysis suggests the closure of these
three refineries will have a negligible impact on the overall avail-
ability of refined petroleum product in the supply chain. Additional
refined product moving through the Colonial and Plantation pipe-
lines from spare capacity at refineries in Texas, Louisiana, and
othetc"1 locations in the Gulf Coast is in sufficient supply to meet de-
mand.

HITRAC also tested our analysis against a major hurricane dis-
rupting Gulf Coast petroleum infrastructure. Analysis there sug-
gests that in this case, there would be supply shortages irrespective
of whether the three Mid-Atlantic refineries operate, though those
shortages would appear no farther north than Washington, DC.
These types of effects were witnessed in the aftermath of Hurri-
canes Katrina and Rita, where elevated gas prices were seen in cit-
ies like Atlanta. The Northeast does have sufficient refined petro-
leum product in terminals, tankers, and the supplies from Europe
to mitigate the hurricane’s impact.

I would like to make an important caveat. Our analysis focuses
on refined product as a whole rather than on individual products.
As such, local supply and storage of individual fuels and distillates
along the supply chain might lead to localized shortages not cap-
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tured in the aggregate. The model does not give any insight, for ex-
ample, into the specific availability of low-sulfur heating oil, ultra-
low-sulfur diesel, or gasoline with additives for particular cities.
These specialized products could be in short supply under some
conditions.

Our vision is a safe, secure, and resilient critical infrastructure
based on and sustained through public-private partnerships to
mitigate risks to, strengthen the protection of, and enhance the all-
hazard resilience of the Nation’s critical infrastructure.

Thank you for holding this important hearing, and I would be
happy to respond to any questions.

[The statement of Mr. Wales follows:]

PREPARED STATEMENT OF BRANDON WALES

MARCH 19, 2012

Thank you Chairman Meehan, Ranking Member Higgins, and distinguished Mem-
bers of the Subcommittee on Counterterrorism and Intelligence for inviting me to
address the issue of refinery closings in the Mid-Atlantic Region. The availability
of refined petroleum products is an important issue for the Department of Home-
land Security (DHS), and I appreciate the opportunity to discuss this with you.

I am the director of the Homeland Infrastructure Threat and Risk Analysis Cen-
ter (HITRAC), which is charged with analyzing potential threats to, and con-
sequences and vulnerabilities of, the Nation’s critical infrastructure. Our work ex-
amines both natural disasters and terrorist threats that can disrupt critical infra-
structure systems, including the petroleum fuel network, in order to improve secu-
rity and enhance the resilience of these infrastructure systems.

Today, I am here to discuss DHS’ views on how the planned closure of the Marcus
Hook refinery might affect broader critical infrastructure resilience. In the last year,
two Philadelphia-area refineries have been idled, which means they have ceased
production. The first, owned by ConocoPhillips, located in Trainer, Pennsylvania,
with an operating capacity of 185,000 barrels per day, was idled in September 2011
and currently remains for sale. The second, owned by Sunoco Inc., located in Marcus
Hook, Pennsylvania, with a capacity of 178,000 barrels per day, was idled in Decem-
ber 2011. Recently, Sunoco announced plans to close a third refinery in the region,
a 335,000 barrels-per-day refinery in Philadelphia, Pennsylvania, if no buyer is
found by July 2012. These three refineries represent 50 percent of the region’s refin-
ing capacity. Coupled with the closing of other refineries in the region (Western Re-
fining in Yorktown, Virginia, at a capacity of 66,300 barrels per day, shut down in
September 2010; Sunoco Inc., Westville, New Jersey, at a capacity of 145,000 bar-
rels per day, shut down in February 2010) and refineries that supply the region
(HOVENSA LLC, St Croix, U.S. Virgin Islands, at a capacity of 335,000 barrels per
day, shut down in February 2012) a significant portion of the region’s ability to
produce refined product will be shuttered.

A simple examination of refineries does not tell the complete story, however, as
there are other sources of refined product for the region. These include the Colonial
and Plantation pipeline systems, which move refined product from refineries on the
U.S. Gulf Coast to cities on the eastern seaboard. In addition, the major East Coast
ports receive refined product via tanker from various points in Europe and via barge
from U.S. Gulf Coast refineries using the Intracoastal Waterway.!

At HITRAC, we have examined whether the loss of capacity represented by the
closing of the Mid-Atlantic refineries significantly affects the resilience of the re-
gional or national petroleum supply system. In other words, is there sufficient ca-
pacity to supply the East Coast with refined petroleum products? HITRAC’s initial
analysis, which included analyzing a major disruption of refineries in Louisiana cou-
pled with the closure of the Bayway Refinery in Linden, NJ, for an unspecified rea-
son, shows that the closing of Sunoco’s Marcus Hook refinery, combined with the
closing of Sunoco’s Philadelphia and ConocoPhillips Trainer refineries should not re-
sult in shortages of refined products as a whole, in the Northeast or elsewhere.

1For additional analysis, see U.S. Energy Information Administration, “Potential Impacts of
Reductions in Refinery Activity on Northeast Petroleum Product Markets,” February 2012, at
http: | www.eia.gov | analysis / petroleum | nerefining / update | pdf |/ neprodmkts.pdf, accessed
March 7, 2012.
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Before presenting our analysis and conclusion, I would like to make an important
caveat. The model focuses on refined products as a whole rather than on individual
products. For example, the model does not give any insight into the specific avail-
ability of low sulfur heating oil, ultra-low sulfur diesel, or gasoline with additives
for particular cities. The focus of this analysis is the availability in the Northeast
of refined products in the aggregate to meet overall energy needs. The availability
of these energy sources constitute the potential National security issue that may
arise due to the idling of the three Philadelphia area refineries. The fact that the
model does not indicate the availability of all grades of fuel limits its utility for a
more detailed analysis of potential economic impacts, but not for identifying Na-
tional security concerns.

The Energy Information Administration has analyzed energy market implications
of the situation in detail in its February 2012 report “Potential Impact of Reduction
in Refinery Activity on Northeast Petroleum Product Markets.” In contrast to the
HITRAC analysis, that report did explore the potential impacts of the Philadelphia
refinery closures on individual products such as ultra-low sulfur diesel, and dis-
cussed a range of specific logistical challenges associated with moving replacement
products into certain areas of Pennsylvania and New York.

ORGANIZATION OVERVIEW

In order to put our analysis in context, it is important to understand HITRAC’s
role in risk mitigation, consequence analysis, and the building of resilience in crit-
ical infrastructure. Within the DHS National Protection and Programs Directorate
(NPPD), the Office of Infrastructure Protection (IP) is responsible for leading and
coordinating the National effort to strengthen the protection and enhance the resil-
ience of critical infrastructure.

HITRAC serves as the analytic arm of IP and provides timely strategic, oper-
ational, and tactical analysis to our public- and private-sector partners so that they
can make more informed decisions regarding the management of risk. HITRAC’s
analytic products provide actionable information to stakeholders and decision mak-
ers at DHS; partner agencies in Federal Government; State, local, Tribal, and terri-
torial governments; and the private sector. Our work supports homeland security-
related exercises, training activities, security and contingency planning, and re-
sponse to real-world incidents that affect the Nation’s critical infrastructure.

HITRAC also manages the National Infrastructure Simulation and Analysis Cen-
ter (NISAC), which was created by Congress to be the “source of national com-
petence to address critical infrastructure protection and continuity.”? NISAC is a
partnership between Los Alamos National Laboratory and Sandia National Labora-
tories that brings together the laboratories’ expertise in modeling, simulation, and
analysis to problems of system vulnerability and consequence analysis.

Through the work of analysts and modelers at NISAC, HITRAC is able to provide
decision makers with high caliber analysis of infrastructure failures and disruptions
and accurate representations of how those disruptions propagate from one infra-
structure to another.

HITRAC ANALYSIS

In the past 2 years, HITRAC has provided support to decision makers during a
wide variety of real-world incidents, including flooding in the Midwest, Hurricane
Irene, the Japanese earthquake and ensuing risks of tsunami and radiation fallout,
wildfires in the Southwest, earthquakes in Peru and Haiti, and industrial accidents
including the BP Oil Spill. HITRAC analytic products associated with these sup-
ported Executive Branch decision makers as well as decision makers at the State
and local level and in the private sector. Decision makers expect HITRAC to provide
information on:

e (Critical infrastructure in the impacted region, prioritized by importance;

o Expected length of time before electric power is restored to 90% of the outage

area;

o Expected economic impact of the incident;

e Cascading impacts to regions outside the direct impact area; and

o The importance of any supply-chain disruptions.

HITRAC analysts consider the direct and indirect impacts of a disruption—real
or hypothetical—on population, critical infrastructure, and the economy. Additional
analysis can include cascading impacts over time to a region and to the Nation as
a whole. In the case of the oil, lubricant, and petroleum network, an example of di-
rect impacts might be hurricane damage, which would force a temporary refinery

2Section 1016(d)(1) of the USA PATRIOT Act; Public Law 107-56; October 26, 2001.
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or pipeline closure, such as when Hurricane Irene closed the Bayway Refinery in
New Jersey for a few days in August 2011. Resulting temporary shortages of oil or
petroleum products in other regions would be considered indirect impacts. Short-
ages, in turn, would drive up prices so that supply could meet demand and could
affect companies or operations heavily dependent on these products. A further im-
pact might be seen in the regional or National economy. I should note that we do
not always see indirect impacts, and did not in the case of the Bayway closure.

The crude oil and petroleum product network forms a complex and integrated sup-
ply chain, which is global in its scope. Supply-chain analysis examines the ways in-
dividual firms make operational decisions in response to disruptions, including how
they purchase goods, produce products, sell them in markets, and ship them via dif-
ferent modes of transportation. Disruptions within these chains can affect the abil-
ity of some infrastructure entities to provide their products or service to the popu-
lation. Foreign facilities and foreign sources of materials are of particular concern
because they are farther away, are outside of U.S. Federal assistance, and may be
more prone to disruption than domestic sources and facilities.

PRIOR PETROLEUM INDUSTRY ANALYSIS

A massive and complex network of refineries, transmission pipelines, tank farms,
and terminals produces and delivers refined petroleum products in the United
States. Because the network is so interconnected, interruption of any of these com-
ponents can quickly cascade into other parts of the system, causing imbalances and
shortages. However, the system is also dynamic: Companies and consumers make
decisions as conditions change. For example, in the event of a disruption in one part
of the pipeline network, flow can sometimes be diverted to functioning pipelines or
production can be surged at another refinery, and imports can increase, while con-
sumers can respond to shortages and resulting price increases by limiting consump-
tion.

Because of the significant role that petroleum plays in our economy, we have un-
dertaken a number of capability development efforts to better understand the do-
mestic and international oil markets. As an example, in 2011 we completed a model
of the National transportation fuel system. This dynamic model includes estimates
of how corporations and individuals would respond to a disruption in some part of
the petroleum system. This model is designed to help analysts estimate the avail-
ability of transportation fuel in the event that a component (e.g., refineries, pipe-
lines, or storage tanks) of the National fuel supply chain is damaged or disrupted.
In the event of an unforeseen disruption, analysts can use this model to determine:

e Which regions of the United States will experience shortages of transportation

fuel, given the specific disruption to one or more components of the fuel infra-
structure.

e What the duration and magnitude of the shortages will be.

MID-ATLANTIC REFINERY CLOSURE ANALYSIS

In examining potential implications of the closure of the Marcus Hook Refinery,
in addition to the closure of the Trainer refinery and the planned closure of the
Philadelphia refinery, HITRAC executed a simplified analysis of the potential clo-
sures. The analysis included a determination as to the availability of transportation
fuels throughout the Mid-Atlantic and Northeast States. The analysis included:

e A baseline assuming that no refineries close;

e Analysis assuming that all of the specified refineries close with shortfalls made
up through the Colonial Pipeline and imports from other parts of the United
States and Europe; and

e Analysis assuming that a major hurricane, similar to Hurricane Katrina (2005)
or Hurricane Gustav (2008), strikes Louisiana and disrupts impacted Gulf Coast
refineries, associated storage terminals, and Colonial Pipeline shipments to the
Mid-Atlantic and Northeast States.

The model assumed that no additional refined product supplies above normal de-
liveries would be available from Europe, and that all shortfalls would have to be
filled domestically.

The initial analysis we conducted suggests the closure of the three refineries in
the Mid-Atlantic region will have a negligible impact on the availability of refined
petroleum products as a whole along the East Coast. Again, our analysis does not
focus on individual products. We estimate that refined product from various sources
with spare capacity will be sufficient to meet demand. This is comprised of some
combination of spare capacity in Northeast and Mid-Atlantic refineries or additional
refined product moving via various transportation modes from refineries in Texas,
Louisiana, and other locations on the U.S. Gulf Coast.
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The hurricane analysis suggests that there would be supply shortages, irrespec-
tive of whether the three Mid-Atlantic refineries operate. Montgomery, Alabama,;
Knoxville, Tennessee; Nashville, Tennessee; Columbus, Georgia; Bainbridge, Geor-
gia; Augusta, Georgia; Roanoke, Virginia; and Raleigh, North Carolina would experi-
ence some unmet demand during this period. Washington, DC, would not able to
meet its demand in the disruption scenarios, falling approximately 35 percent short
for a period of 6 days. The analysis shows that the Northeast does have sufficient
inventories of refined petroleum product, transportation capacity from unaffected
domestic sources, and normal supplies from Europe and thus would not be impacted
by a hurricane in this case.

It should be noted that HITRAC’s initial analysis should not be misconstrued as
a full study of all of the implications of these refinery closures, but it does give us
a preliminary estimate of how these closures impact the Nation’s fuel supplies.
Should more detailed work be required, we will consult with our partners to ensure
that our analysis is based upon the full expertise contained throughout the Govern-
ment. Our analysis also does not cover particular blends of transportation fuels re-
fined for certain markets or ultra-low sulfur distillates. There may be shortages of
these types of products.

CONCLUSION

Our vision is a safe, secure, and resilient critical infrastructure based on and sus-
tained through strong public and private partnerships to mitigate risks to, strength-
en the protection of, and enhance the all-hazard resilience of the Nation’s critical
infrastructure. Thank you for holding this important hearing. I would be happy to
respond to any questions you may have.

Mr. MEEHAN. Thank you, Mr. Wales. I thank both of the wit-
nesses for their testimony, and I will recognize myself for 5 min-
utes of questioning.

Mr. Wales, you have suggested that there is sufficient capacity
within the United States to be able to supply in the event of de-
mands here in the Northeast the sufficient fuel for this region, ap-
preciating that 50 percent of the refining capacity is now going to
exit this region if all of these refineries close down. Is that capacity
in your estimation currently solely within the United States? In
other words, we have the refining capacity here within the United
States?

Mr. WALES. Our assumption is that some of that capacity would
be outside the United States, particularly in refineries in Europe
where the Northeast may be purchasing additional supply.

Mr. MEEHAN. So in effect, what we are talking about is not just
refineries in Louisiana or otherwise, we would be required now to
move over and get refined product from foreign countries that
would fill the current gap?

Mr. WALES. That is correct. We would assume that some of the
capacity would be based on Gulf Coast refineries increasing their
production, using some of their spare capacity and additional sup-
plies we purchased from Europe.

Mr. MEEHAN. That dramatically expands the supply chain for us
then as well because one of the things we have been talking about
is the logistics of this situation in terms of its impact here on this
region. It is one thing to get crude product that comes up to the
region but we are now looking at refined product as well. Does this
push the issue—what percentage of it in your estimation is going
to be pushed further offshore?

Mr. WALES. We don’t have an estimate for the exact percentage.
I am not sure if my colleague from EIA may have a better sense
of what that import may look like.



20

Mr. MEEHAN. Dr. Gruenspecht, do you have any opinion with re-
spect to the implications our pushing more of the actual product
needs to other parts of the country?

Mr. GRUENSPECHT. Yes. Thank you, Mr. Chairman. The United
States has traditionally and the Northeast has traditionally im-
ported product as well as crude, particularly a lot of product going
into New York Harbor and some other ports as well, up and down
the East Coast. What is potentially I think of interest or of concern
relates to the specific parts of the Northeast that are supplied from
the Philadelphia-area refineries and those are connected through a
series of smaller product pipelines that originate in this area, and,
you know, being able to serve a larger region easily may not con-
sider in some sense some of the specific logistical issues associated
with the way certain parts—inland Pennsylvania, western New
York—have been supplied historically.

Mr. MEEHAN. I would like to follow up on those points with re-
gard to logistics, because you mentioned in your testimony the idea
that logistical challenges still have not been worked out, and one
of the ways in which, as I understand it, the capacity will be real-
ized will be to use the pipelines, particularly the Colonial pipeline,
and as I have been reading on this, the Colonial pipeline is expect-
ing at some point in time to increase the current flow some 30 bar-
rels per day, about a third of it in the next 3 months, and then
about 120,000 additional barrels per day that will flow, but at a
certain point aren’t we going to see a capacity in which that pipe-
line is maximized?

Mr. GRUENSPECHT. Yes, I would have to get back with you on the
specifics. I would want to be sure to get them right. But our view
of the situation has been that the Colonial is pretty tight right now
because some of the same forces that—you know, some of the refin-
eries that are at the origin point of the Colonial might be more eco-
nomically competitive than some of the ones

Mr. MEEHAN. In other words, what is going to happen is, we are
looking right now at an expectation that oil can flow here but there
could be demands in other parts of the country. Could there be de-
mands in other parts of the world that would lead refined oil to be
moved to another location rather than here to the Northeast?

Mr. GRUENSPECHT. Well, I think it will move here if the price is
right. I don’t know right for who, right for the suppliers or right
for the consumers, which tend to have different perspectives on
this, but, you know, our view is that supplies can flow into this re-
gion. I think limited capability right now on the long-distance prod-
uct pipeline, particularly, the Colonial that serves this region, some
opportunity for products to flow into marine terminals including
the new marine terminal and a refinery that was closed earlier be-
cause this thing did not begin just this year. Eagle Point in New
Jersey, also a Sunoco refinery, I believe that is being—well, I know
that is being converted into a pretty big terminal. Again, Sunoco
since our report has come out, they have been a little more open,
I think, about, you know, whether that terminal will be fully oper-
ational. So there is the opportunity to bring in shipborne product
into Eagle Point but again, the issue of the Jones Act tankers and
other such issues arise and what the cost of those shipments would
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be. So it is a pretty—I know it is a lot of detail but it is a pretty
complex situation.

Mr. MEEHAN. I see my time is expired, but I would like to ask
to follow-up in addition to the idea of there being a point in which
we will maximize the capacity in the principal pipelines, you also
mentioned that there are distribution issues sort of at the point of
access here locally which the oil-refined capacity has to go down,
and so would you explain that and tell me what the implications
of that are?

Mr. GRUENSPECHT. Yes. There are parts of particularly Pennsyl-
vania and New York State that are served by smaller product pipe-
lines again that originate in this area and are tied into all of the
refineries in this area and are also tied in, I think, to the Colonial
pipeline, and pipelines are a very efficient way to move petroleum
products, and the concern would be that if you can get the product
but you can’t get it into those pipelines which were originally de-
signed to be fed by the output of the refineries in this region, then
you might have a situation where more expensive means of moving
product might be required and that would be reflected in the prices
of product.

Mr. MEEHAN. If I can indulge in one last question, but we are
also talking about pipelines, but I am seeing more discussion about
reversing pipelines as we are looking at different energy resources
and other kinds of things. Is it possible that any of the pipelines
that we are currently anticipating to be available for the flow of the
gasoline to our region or other kinds of refined products would be
rerouted either in terms of their direction or would be utilized as
a right-of-way, the access to that pipe would have more value for
another commodity and therefore be dedicated to that?

Mr. GRUENSPECHT. As you obviously follow these matters very
closely, as your question suggests, there has been talk, and there
is often talk about changing the direction of pipelines. For instance,
some of the pipelines that went from the Gulf Coast to feed crude
oil up into the mid-continent, there is this talk about reversing
those because there is significant amounts of petroleum production
in the mid-continent and those are being reversed. What you may
be referring to is the growth in natural gas and natural gas liquids
production in Pennsylvania, and there is at least one project that
I believe had talked about using an existing pipeline to move nat-
ural gas liquids from producing areas in the Marcellus throughout
Pennsylvania toward the Port of Philadelphia. So that would again
be a re-utilization of a pipeline. I don’t know that that will come
to fruition. I suspect that probably will not be immediately coming
to fruition.

Mr. MEEHAN. My time is expired, and I will recognize the gen-
tleman from Delaware, Mr. Carney.

Mr. CARNEY. Thank you, Mr. Chairman.

Dr. Gruenspecht, I would like to explore with you a little bit the
economics of these petroleum markets and what in particular in
those economies have affected the ability of these particular refin-
eries to be profitable. I think you know a little bit about that, and
I would like to explore what those factors are. I must say that in
the several months that we have been working on this issue, I have
been struggling to understand how prices of these refined products
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don’t seem to track the price of gasoline at the pump and of the
end-users like maybe they do in other markets. Could you explain
for me the dynamics of these pricing mechanisms and what has
been at play here in the last year or so that have caused the prob-
lem for the profitability of these facilities? I know that is probably
more than one or two issues. There are a number of issues that are
in play.

There is something in our material here that shows the price of
end product of gasoline at the pump that has fluctuated from a low
of just under $2 in March 2009 to a high during the summer of
2008 of $4.11 to the National average today at $3.82 and up and
down and around over that whole course of time. Obviously the
cost associated with refining and with the extraction of petroleum
from the ground doesn’t fluctuate like that. I wouldn’t think so.
What is driving this and what has squeezed the refining piece of
it? You are making faces at me.

Mr. GRUENSPECHT. I am making faces because there is no video,
hopefully, but that is a pretty tough question. I am not sure. I will
try but it will be hard because you could talk for hours on this and
still not get to the bottom of it.

I think the factor that is most affecting the price of gasoline and
other refined products is in fact the price of crude oil. The price of
crude oil has been moving a lot, you know, in recent history. I
think we hit a peak of like $147 a barrel in July 2008. I think it
was down to about $30 a barrel by the end of that year—$35 a bar-
rel by the end of 2008, beginning of 2009, in part as the world
economy ran into some very tough situations and global demand
for oil crashed. Prices have been on a roller coaster ever since, cer-
tainly began to take off at the beginning of 2011, a significant up-
ward moving associated with some of the events surrounding the
Arab Spring and certainly the Libya disruption.

Mr. CARNEY. So events that really aren’t a function of cost of ex-
traction?

Mr. GRUENSPECHT. I don’t think it is a function of the cost of ex-
traction. Costs of extraction are not changing as radically as the
price

Mr. CARNEY. Fairly consistent, wouldn’t you say?

Mr. GRUENSPECHT. It varies. Cost of extraction varies across the
projects. There are some places where it is relatively cheap to ex-
tract oil. Some of the more marginal places are more expensive.
But I think it would be hard to sit here with a straight face and
argue that the cost of extraction has been ping-ponging around.

Mr. CARNEY. It might move consistently up at some level but not
up and down.

Mr. GRUENSPECHT. No, it is not moving like that. I mean, clearly
what is going on is more the view of the supply-demand balance
in the world which certainly the demand side is very driven by eco-
nomic conditions in the world. As you know, I think the growth in
oil demand in the world is really in the developing countries, not
in places like the United States. In fact, our demand is perhaps
falling off slowly.

Mr. CARNEY. I see my yellow light is on so let me just move to
another question. So the profitability of refining really is a function
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of the spread between the price of crude and the price at the pump
or the price of the end-user. Is that correct?

Mr. GRUENSPECHT. In part, but I would say one of the things
that has been very interesting is that different crude streams have
moved in different directions—well, they don’t move in different di-
rections but the prices of different crude sources have separated a
bit and I think that has been particularly difficult for the refineries
in this area because they had tended to use light sweet crude oil
imported from Africa and they have been at a relative competitive
pressure because the refineries that they are competing with are
using crude

Mr. CARNEY. Like Delaware City.

Mr. GRUENSPECHT. Delaware City somewhat but particularly
some of the refineries in Texas using heavier crude, some of the re-
fineries in the Midwest using I guess crude that is sort of stuck in
the Midwest and is sold at a discount. So I think that is

Mr. CARNEY. It is a cheaper crude.

Mr. GRUENSPECHT. Cheaper crude selling the same product. That
is very tough. If you are running a store and, you know, your in-
puts cost more than the inputs of your competitors, that could be
very tough.

Mr. CARNEY. So the end-user—one last question if the Chairman
will allow. So the end-user price, you know, one could see where
the price at the pump or the price for heating oil, whatever it
might be, would just track crude oil prices but that doesn’t seem
to be the case, so what is the differential there?

Mr. GRUENSPECHT. Again, it depends. I mean, if you were in the
Rockies now, your gasoline price is lower than in other parts of the
country, in part because their crude is cheap. But if you are receiv-
ing products from refiners in a variety of different places, as the
East Coast does, then it is going to be the most expensive refiner
that serves the area that is going to set the price in that region,
and the refiners who have access to lower-cost crude are going to
make higher profits.

Mr. CARNEY. One of the concerns I have had all along is the fact
that some of these factors may be temporary conditions and yet we
are looking at a permanent shutdown, if you will, that would have
long-term effects when those price differentials are going to fluc-
tuate over time and it causes me considerable heartburn. I thank
you, Mr. Chairman.

Mr. MEEHAN. Thank you, Mr. Carney. The Chairman now recog-
nizes the gentleman from Bucks County, Mr. Fitzpatrick.

Mr. FitzPATRICK. Thank you, Mr. Chairman.

Dr. Gruenspecht, how great a price impact would you foresee
your predicted ultra-low-sulfur diesel shortfall have on, say, the
price of home heating oil or diesel for trucks or other vehicles?

Mr. GRUENSPECHT. Again, I think it really does remain to be
seen. If in fact, if you look at the differentials between ultra-low-
sulfur diesel in various markets, the East Coast has traditionally
been cheaper than some of the markets we would need to attract
supply from should Sunoco Philadelphia close, so there might be a
few cents there. Again, there are some questions associated with
the logistics of transportation, which may be the larger issue in
getting it to the specific locations, particularly the inland locations.
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So we did not hazard a guess as to what might happen. I mean,
there can be localized shortages, and when you get localized short-
ages, you get localized price spikes, but we are not smart enough
to project, you know, when those might occur, if they will occur,
and where they might be. Perhaps my colleague at Homeland Secu-
rity could take that one on. I don’t think he wants to.

Mr. FITZPATRICK. Do you care to comment, Mr. Wales?

Mr. WALES. We generally don’t look from our perspective at indi-
vidual products in markets and the effect on prices. You know, it
is really an issue for an independent group like EIA to kind of
evaluate the market conditions. Our primary concern as I described
during my testimony is can a region have enough product, and in
particular, can they have enough product even if it is not nec-
essarily the product that they want or that they need. So in some
cases, we have seen in the past during natural hazards like hurri-
canes where EPA waives certain rules related to fuel mixtures and
additives in order to mitigate potential shortages of specific dis-
tillates or specific fuel mixtures.

Mr. FITZPATRICK. Doctor, in your testimony when you talked
about moving supply from other areas, in particular, say, the Gulf
up to this region, you indicated that the pipelines were at or near
capacity, and in connection with potential shipping, that there were
some issues including the Jones Act, which you have mentioned a
couple of times. Can you expand on that a little bit about what you
think the potential is for price impact to try to get the product back
up here?

Mr. GRUENSPECHT. Well, it is probably hard to go beyond—you
know, there are potential issues related both to some extent to get-
ting the product here, being the Port of Philadelphia, and then the
issue of getting it inland. You know, we have had some, I guess
with respect to that, although it is not particularly good news es-
sentially from the point of view of people who worked, you know,
in the refineries here but there has been—we have been concerned
that it would be difficult to move things into some of the smaller
pipelines that Sunoco Logistics operates that move stuff west to-
ward Pittsburgh and up into central Pennsylvania and western
New York. It seems that with the Eagle Point terminal, you know,
we are learning more from Sunoco Logistics and it seems that
there is a pretty good capability there via those pipelines, so that
is good news. There is some limited capability to move product
across the docks at Marcus Hook and Philadelphia that we have
become aware of. Again, those were clearly set up to receive crude
oil to refine so, you know, but there is a limited capability to move
product across those docks. Then, you know, the question of the
shipping. We are still looking into how much capacity there is real-
ly available, you know, a question of bringing supplies in from Eu-
rope, perhaps. One could almost imagine a trade where Gulf sends
distillate products to foreign markets and then foreign markets
supply distillate products to the United States. You know, there is
a lot of extra movement involved in that so there is probably some
price impact involved, but it is really hard to tell. I would not want
to give you an impression that I knew the answer when I don’t.

Mr. FITZPATRICK. I appreciate your time. Thank you.

Mr. MEEHAN. Thank you, Mr. Fitzpatrick.
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I just have a couple of follow-up questions for the panelists, and
I will certainly invite my colleagues if they have a follow-up ques-
tion or two to ask it as well. Dr. Gruenspecht and Mr. Wales, both
of you had testified that the price of crude oil was really the thing
that affected cost the most, the actual cost here, but we have re-
cently begun to see the development of new oil resources in North
Dakota, among other places, and certainly access to Canadian oil.
You testified, Mr. Wales, that we have sufficient capacity right
now, refining capacity. In fact, my recollection from your written
testimony is we have excess capacity here in the country, even if
we were to lose these refineries in the East. But would that change
if in fact we fully developed and exploited the opportunities that
exist in North Dakota and some of the other places right here in
the continental United States? Do we have enough refining capac-
ity to be able to handle the opportunity that has been realized by
these new oil finds?

Mr. WALES. We have not explored the issue of the capacity of the
markets to respond to future growth in crude oil exploration and
production. My colleague may have looked into that issue more
than we have.

Mr. MEEHAN. Dr. Gruenspecht, have you looked at that issue?

Mr. GRUENSPECHT. We have looked at it, I would say broadly.
You know, one of the questions or issues is the level of demand in
the United States for petroleum for what we call liquid fuels be-
cause increasingly what we use as gasoline actually almost univer-
sally across the country now contains 10 percent ethanol and could
contain more ethanol. That reduces the demand for the components
that come out of the refinery. It is also the case that the country
has, you know, increasing fuel economy standards for new vehicles,
which many people, you know—and I wouldn’t take a position on
it because I don’t have to, but many people, you know, view that
as a very good thing. That also affects the future demand for petro-
leum products. So the United States really for the first time in the
last 60 years, in 2011 we were actually a net exporter of petroleum
products, which is very unusual. I mean, we were bringing—you
know, 5 or 6 years ago, we were bringing tremendous amounts of
petroleum products into the country. We still do bring tremendous
amounts of petroleum products in but we are sending a lot of petro-
leum products to South America, to other markets. Again, the re-
fineries that are doing this are primarily the ones that have access
to the advantaged crews like the ones on the Gulf Coast.

Mr. MEEHAN. Well, my recollection is that 90 percent of the oil
that we refine here is imported while some of it in the United
States the overall we get oil from, you know, within. When I say
exported, I mean imported. It could be imported from Canada and
Mexico as well, not necessarily imported from Europe and Asia.
But my concern is, if we push this further off into India and places
like that, we are creating, Mr. Wales, not only just a need now in
which our National security is related to stability over in those na-
tions for crude oil but in addition, we are now needing stability not
just for crude oil but also for refining capacity. So it is not just get-
ting the oil over here but their refineries have to be operating,
which is the frustrating thing to me that we are shutting them
down here and watching expansion in India. Have you calculated
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the potential impact if we have instability in some of those foreign
markets about what would happen here?

Mr. WALES. Congressman, we have not yet conducted analysis
like that. I think part of that reflects the fact that to date, we
haven’t seen disruptions to that part of the supply chain and it re-
flects that the market is not yet fully mature in terms of how it
will all shake out, where we will likely get more of our supplies.
As we get more of that information, we will start rolling that into
our analysis. We can better understand what a more mature oil
and gas supply chain is for the United States and how it would ac-
tually affect our homeland and National security.

Mr. MEEHAN. Well, just a follow-up question and the last ques-
tion with respect to this area, but I do—I mean, this committee
deals with the issue of terrorism, and one of the great concerns
that we have is the vulnerability of pipelines and other kinds of
systems, you know, other kinds of assets within the network from
refineries to transmission pipeline to tank farms and terminals to
the most vulnerable presumably among them, pipelines them-
selves, and we know, I mean, just historically, I just did sort of a
quick off the back of the cuff look just going through January 2006,
we had a jihadist website that linked al-Qaeda that encouraged at-
tacks on the United States pipelines. That was in January 2006.
In June 2007, the jet fuel pipelines at JFK were targeted and at-
tacked. In July and September 2007, we had the Mexican rebels
detonated bombs along the pipelines along the Mexican coast. In
November 2007, we had a United States citizen that was convicted
of trying to conspire to blow up a pipeline from here in the middle
district of Pennsylvania. We had testimony earlier this morning
that bin Laden in Abbottabad had created an identification of pipe-
lines as one of the principal targets. What is the vulnerability that
we have to the sureness of supply here if a pipeline like the pipe-
line that is servicing us that will be used as the substitute to serve
the capacity here can be impacted? Can it be impacted and will it
have a downstream implication for our region?

Mr. WALES. Congressman, you are raising an excellent issue. I
would like to talk about that for a couple of minutes because it is
something that the Office of Infrastructure Protection had spent a
lot of time on over the past several years, in one case, because of
the potential threat posed by international terrorist groups to the
oil and gas infrastructure of the country and because of the criti-
cality of pipelines to the overall economy.

Over the past several years, the Office of Infrastructure Protec-
tion has conducted over 60 vulnerability assessments on pipeline
infrastructure throughout the country. In some cases, in conjunc-
tion with that, we have conducted over 80 buffer-zone protection
plans. That is, working with State and locals and the private sector
on integrated planning related to the security and resilience of
those pipelines, and as part of those buffer-zone plans have given
out over $10 million in grant funds to local communities to execute
the planning and improve security around pipelines.

In addition, during the fiscal years of 2012 and 2013, the Office
of Infrastructure Protection will be executing a regional resiliency
assessment of the Colonial and Plantation pipelines because they
are a real critical artery in our overall energy infrastructure on the
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East Coast and in some cases because of the closing of these refin-
eries they are becoming even more critical. We would say that part
of that regional resiliency assessment will have us conducting de-
tailed assessments of various critical chokepoints along those pipe-
lines both hydraulically critical pumping stations as well as control
centers and others. We will be conducting analysis to better under-
stand how disruptions of the Colonial pipeline and Plantation pipe-
line could affect the broader critical infrastructure questions. We
will be working with customers of the Colonial pipeline as well as
with some of the infrastructure that the Colonial pipeline depends
upon, for example, electric infrastructure that may be critical to op-
erating the pumping stations and terminals along its stretch. So
this is an issue that we are taking very seriously and it is an issue
that we are going to continue to work on, and we would be happy
to come back and brief you and your staff on our plan for the Colo-
nial and Plantation pipelines and our results as they materialize.

I will say that our initial work over the past couple years looking
at things like the Colonial pipeline shows that they are very critical
but they are pretty resilient in terms of bouncing back and being
able to repair damage to pipelines very quickly. Our primary con-
cern would be a prolonged damage to the pipeline that kept it down
for more than a week, more than 2 weeks. I think, you know, once
you start getting beyond a week or 2, the ability for the excess in-
ventory and terminals along its route starts to be diminished and
then you could start to have more serious impacts, but we would
be happy to come provide further information on that.

Mr. MEEHAN. Well, I am grateful for your efforts in that area,
and I would ask if you could, you can appreciate the implications
of that study, that we are sort of currently dealing with the ques-
tions of what will happen if we lose this refining capacity. That
pipeline is not going to be quite so significant to us in the event
that we continue to have refining capacity in this region, but if we
lose that refining capacity, it is going to be a critical link. So the
vulnerability ties right into the most energy-dependent sector in
the entire Nation and I imagine the implications for that, particu-
larly during a particular season, a heating season, and, you know,
the Pennsylvania, New York, New England area would have re-
markable implications not only to people but to our economy as
well. So anything that could be done to expedite that among the
many priorities you have would be greatly appreciated by this
panel and by our region. So thank you, Mr. Wales.

I will turn to my colleague, Mr. Carney.

Mr. CARNEY. Thank you, Mr. Meehan. I think you have identified
the main homeland security risk with respect to the concentration
of refining capacity here in the United States, and it is hard for
me to imagine that our homeland security is not threatened in
some way by that, by concentrating the facilities that will deliver
refined products or petroleum products to regions in the country as
opposed to having a more distributed network.

In addition, the discussion this morning has centered around the
off-shoring frankly of refining capacity, which would then make the
United States, in my opinion, less independent, less energy-inde-
pendent and more at risk to overseas attacks on whatever facilities.
I appreciate the fact that you are going to do an analysis of those
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pipelines in particular because it seems to me that it is a little bit
hard to wrap my head around the fact that Dr. Gruenspecht has
indicated that the Colonial pipeline is near capacity and we are
going to be relying on it to move product here to our region, that
that won’t have a negative impact. But setting that aside, will your
study include the risks associated with relying more on refined
product coming from overseas where facilities in other parts of the
world that we can’t protect, so to speak, are at risk?

Mr. WALES. Sir, the study that I was discussing in response to
the Chairman’s question was really focused on the resilience of
those pipelines, Colonial and Plantation. It wasn’t a more expan-
sive study looking at the risks associated with the global

Mr. CARNEY. So it might be important for somebody to take a
look at that question, particularly as it relates—as the Chairman
has said, you know, this is a decision that is coming at us pretty
quickly. Two of the refineries have already closed. So we are talk-
ing about long-term implications of our own energy independence
as a Nation as well as the security of that network, and it is hard
for me to imagine that it is not going to be a greater risk. It is a
little disturbing to hear, Dr. Gruenspecht, that a lot of these facili-
ties are basically taking domestic supplies and exporting refined
products in a world where we are importing such a big part of our
petroleum needs, that the market drives certain of these products
overseas. In fact, my understanding is, a lot of those refined prod-
ucts out of the Gulf Coast are for export. Is that accurate?

Mr. GRUENSPECHT. We have been exporting increasing amounts
of product from the Gulf Coast. Obviously the Gulf Coast also is
a major source of supply to other parts of the country. It is the
major refining center in the country. Roughly half of the refining
capacity in the country is on the Gulf Coast.

Mr. CARNEY. So at a time when we are putting in policies that
are having negative implications for our demand for end-products,
i.e., the use of ethanol and other biofuels, to help the Nation be
more energy-independent, because of the way the markets work,
we are still exporting product, which is making us less inde-
pendent. Is that a fair statement?

Mr. GRUENSPECHT. I think we are exporting products. You know,
I mean——

Mr. CARNEY. Whether it makes us more independent is

Mr. GRUENSPECHT. I don’t know the——

Mr. CARNEY. Well, let me give you a real——

Mr. GRUENSPECHT. We import airplanes and we export airplanes.

Mr. CARNEY. Let me give you a real-world example of where this
is in operation around the world. One of the biggest threats that
we face in the world right now is the threat of a nuclear-armed
Iran, and one of the actions that we have taken in the Congress
is to impose sanctions on Iran, which have been putting significant
pressure, economic pressures on the country. One of those sanc-
tions is to attack their need for refined petroleum products because
they don’t have refining capacity in the country, and it is having
devastating impacts. Can’t you just flip that around? Obviously it
is not a comparable situation but it is the same kind of risk, is it
not, Dr. Gruenspecht?
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Mr. GRUENSPECHT. There is no question that Iran is short on
gasoline and that sanctions on providing gasoline to Iran have had
an impact on their——

Mr. CARNEY. So the question really is: Are we setting ourselves
up for that same kind of vulnerability?

Mr. GRUENSPECHT. I guess it is possible but—yes, I guess the
concern is—again, it is a hard question to answer but if some of
our capacity is turning out not to be economically competitive, then
there is a cost in terms of maintaining it, so it is a very tough ques-
tion.

Mr. CARNEY. The question is: What do you do?

Mr. GRUENSPECHT. What do you do, right, and that is more for
the policymakers.

Mr. CARNEY. Thank you.

Mr. MEEHAN. Well, thank you, Mr. Carney, and I want to thank
our two original panelists for their testimony. The Members of the
committee may have some additional questions for the witnesses,
and if they do and if they are submitted to you, I ask that you will
respond in writing within 10 days. So I want to dismiss this panel.
I thank you for your preparation and your participation by both
gentlemen. We are grateful for the attention you have paid to these
issues and for your continuing work and effort in helping us to bet-
ter understand, and I hope we can count on your continued dili-
gence and attention because as Mr. Carney pointed, the very impli-
cations, the decisions that are being made in theory have real-time
implications to this community because people are making deci-
sions today based on their assessments of the overall market, and
those decisions impact people’s lives, people’s jobs, and this commu-
nity. Thank you for the work that you have done and will continue
to do.

I now at this point in time would like to call to the chair Mr.
Drevna and Mr. Robert Greco. Mr. Greco and Mr. Drevna, we are
going to take about a 3-minute break. Mr. Carney has a question
he wants to ask somebody, and we will hold for a moment. Thank
you.

[Recess.]

Mr. MEEHAN. The committee will now reconvene. I would like to
recognize the two additional witnesses that we have before the
committee today. Mr. Fitzpatrick, I am grateful for his participa-
tion this morning. Mr. Fitzpatrick has to participate in his own
hearing in Washington, DC, later on today, and I am grateful for
him taking the time to be with us for the first half of the hearing
this morning, and I will be joined by Mr. Carney for this final
panel.

First, let me introduce to you Mr. Charles Drevna. He has been
the president of the American Fuel and Petrochemical Manufac-
turing Trade Association since 2007. He joined the association in
2002 as executive vice president and director of Policy and Plan-
ning. Mr. Drevna has worked with the executive committee, board
of directors, and staff to implement a rebranding effort that empha-
sizes the way association members serve American consumers and
increase America’s economic and National security. Before joining
the association, Mr. Drevna had multiple positions focused on
United States energy production including the director of State and
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Federal Government Relations for Tosco, the director of Govern-
ment Regulatory Affairs for Oxygenated Fuels Association, the vice
president at the Jefferson Waterman international consulting firm,
the director of Environmental Affairs for the National Coal Associa-
tion, and the supervisor of Environmental Quality Control for the
Consolidated Coal Company.

I would like to also recognize Mr. Robert Greco. Mr. Greco is the
group director for Downstream and Industry Operations at the
American Petroleum Institute where he is responsible for man-
aging oil and natural gas issues pertaining to exploration, produc-
tion, marine, and related industry operations. Prior to his ascen-
sion to group director, Mr. Greco served as the American Petroleum
Institute’s director for Policy Analysis. During his more than 20-
year career at the American Petroleum Institute, he also served as
the director of Global Climate Programs and as the director of Ma-
rine Transportation Segment. Before joining the American Petro-
leum Institute, Mr. Greco was an environmental engineer with the
United States Environmental Protection Agency with expertise in
automotive emission control technologies.

For each of the panelists, once again I would appreciate if you
would summarize your submitted testimony and do your best to
keep your statements within the time allotted. So I now recognize
Mr. Drevna for your testimony.

STATEMENT OF CHARLES DREVNA, PRESIDENT, AMERICAN
FUEL AND PETROCHEMICAL MANUFACTURERS

Mr. DREVNA. Chairman Meehan and Congressman Carney,
th(zimk you for giving me the chance to testify here at the hearing
today.

I am Charlie Drevna. I am President of AFPM. Until recently,
we were the National Petrochemical and Refiners Association. We
represent high-tech American manufacturers who use oil and nat-
ural gas to make almost all the fuels, heating oil, and petrochemi-
cals used in our Nation. In total, we represent over 98 percent of
U.S. refining capacity as an industry.

Our industry is a very competitive business. Our members not
only compete with each other but with foreign refiners who are
able to competitively sell finished petroleum products to areas in
the United States. The increased competition, market and regu-
latory costs coupled with the decreased demand have created sig-
nificant challenges for refiners throughout the country. The effects
of such challenges have been seen first-hand here in the Northeast.

So the question is: Why, and what can we do about it? Well, as
I mentioned, the high cost of crude oil, the struggling economy, for-
eign competition, new Government regulations, uncertainty about
future Government regulations and U.S. monetary policy have all
been factors in the refinery closures. Just on one example, the U.S.
monetary policy, a May 2011 report from the Joint Economic Com-
mittee found that weakening of the dollar since 2008, which de-
clined 14 percent, added $17.04 per barrel to the price of oil. So I
think that might be able to answer some of the questions that were
asked earlier about what is the difference between 2008 and now.
It has been a significant global pressure. Remember, the value of
oil is based on the value of the dollar.



31

The recent U.S. Energy Information Administration report notes
that the refinery closures leave the Northeast dependent on im-
ports from outside of the region. Some of this supply can be re-
placed by refineries in the United States. However, EIA notes that
significant logistical challenges make it difficult to get finished
product, finished petroleum products to the Northeast. Such chal-
lenges could eventually lead to supply disruptions and increase our
need to import gasoline from Europe and Asian markets, most no-
tably, India.

The United States must work to ensure that it has the critical
refining infrastructure necessary to not only produce the fuels that
this country needs but could get them where they need to go. The
erosion of such infrastructure raises the same energy concerns that
we have with crude oil. Government policy debates often focus on
our heavy reliance on crude oil imports. We don’t want a similar
trend to occur in relation to finished petroleum products. The fact
that the EIA notes a significant portion of the new supply to the
Northeast could come from Europe and Asia highlights the fact
that U.S. refineries, especially here in the Northeast, is becoming
less competitive in the global market.

Given the critical nature of petroleum-based fuels to our econ-
omy, the competitiveness of our domestic refining assets is cer-
tainly an important energy security issue, but there is also a home-
land security issue too, and it is these good people sitting behind
me. We need to keep people working in this country. That is a Na-
tional security issue. We have to do everything we can jointly to
work together to figure a way out of this and work on policies that
make us stronger, not weaker.

So the technological advancements in developing unconventional
crude from shale plays like Utica, Bakken, and Eagle Ford can sig-
nificantly increase light sweet crudes available to Northeast refin-
ers.

Again, going back to some of the Q&A from the first panel, these
refineries that are closing have to use the Brent crude. They have
to use light sweet crude. They are not capable as some of the refin-
eries in the Midwest and in the Gulf Coast of using a wider array
of crude oil, and again, if you go back to 2008 where the price of
crude went to $147 a barrel, all crudes went up accordingly. Here
in 2011, 2012, we have seen the price of Brent, because of what we
talked about earlier, all the unrest and the global demand, other
crudes haven’t gone up as much. Therefore, the Midwest and the
Gulf Coast are much more competitive in the global market.

So these policy decisions regarding shale production need to en-
courage the development of infrastructure that will facilitate great-
er access to these crudes. Additionally, our regulatory structure
needs to be realigned to mitigate some of the overly costly and con-
flicting regulatory challenges American refineries face.

If I may go over another 15 seconds, and I hope we can get into
this more, Congressman, you talked about the renewable fuels and
the Energy Independence and Security Act of 2007, it is hurting
American refiners. It is hurting employment in these refineries and
it is not doing anything to help National security. We have got bet-
ter ways to do it, and I hope we can talk about that in Q&A too.

Thank you for your time, and I look forward to your questions.
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[The statement of Mr. Drevna follows:]
PREPARED STATEMENT OF CHARLES DREVNA

MARCH 19, 2012
I. INTRODUCTION

Chairman Meehan, Ranking Member Higgins, and Members of the subcommittee,
thank you for giving me the opportunity to testify at today’s hearing on the implica-
tions of refinery closures for U.S. homeland security and critical infrastructure safe-
ty. 'm Charlie Drevna and I serve as president of AFPM, the American Fuel & Pe-
trochemical Manufacturers.

AFPM is a 110-year-old trade association that was known as the National Petro-
chemical & Refiners Association until earlier this year. Our association represents
high-tech American manufacturers that use oil and natural gas liquids as raw mate-
rials to make virtually the entire U.S. supply of gasoline, diesel, jet fuel, other fuels,
and home heating oil, as well as the petrochemicals used as building blocks for
thousands of vital products in daily life. Most of our members do not have any crude
oil and natural gas production operations. While we do not specifically represent the
units of companies that explore and develop oil and natural gas reserves, our refin-
ing and petrochemical manufacturer members require a steady, secure supply of oil
and natural gas, which is vital to our businesses and our Nation’s economy and Na-
tional security.

AFPM members make modern life possible and keep America moving and growing
as we meet the needs of our Nation and local communities, strengthen economic and
National security, and support 2 million American jobs. The entire oil and natural
gas sector—including the producers of oil and natural gas—supports more than 9
million American jobs and pays more than $31 billion a year in taxes to the U.S.
Government, plus additional funds to State and local governments. According to a
recent report from the World Economic Forum/HIS CERA, the oil and gas extraction
industry added 150,000 jobs in 2011—9 percent of all jobs created in the United
States that year—many of which were created here in Pennsylvania.

Contrary to what one might read in the headlines, however, the refining industry
is a very competitive business and our members compete not only with each other
to provide the highest quality fuels at the lowest cost, but also with foreign refiners,
who are able to competitively market fuels in some areas of the country. Increased
competition and costs—including both market and regulatory costs—coupled with
falling demand have created new challenges for American refineries. Unfortunately,
the Northeast has experienced the effects of these challenges first-hand, as three
Northeast refineries have closed due to a combination of the factors in the last 3
months alone. For the 2,000 employees and about 750 contractors associated with
those facilities, and more than 36,000 jobs supported by the refineries economic ac-
tivity including restaurants and other small businesses, these closures are a trag-
edy. AFPM urges Congress and the administration to ensure an overly burdensome
regulatory environment does not worsen the economic situation and lead to further
refinery closures, layoffs, and weakened U.S. energy security.

II. REFINING SECTOR CHALLENGES THAT ARE LEADING TO CLOSURES

High crude oil costs, a struggling economy, foreign competition, new Government
regulations, and an uncertain regulatory future have created significant challenges
for an already competitive refining industry and led to the announced idling and
potential closure of several East Coast refineries.

The three East Coast refineries represent more than 713,000 barrels per day
(b/d) of domestic refining capacity. In addition, Sunoco announced that it will have
to close its 335,000 b/d Philadelphia refinery if it cannot be sold by July. In an Open
Letter to the Community published as a newspaper advertisement, Sunoco Presi-
dent and Chief Executive Officer Brian P. MacDonald wrote: “Despite the best ef-
forts of Sunoco’s refinery employees, our Northeast refinery business has lost nearly
$1 billion in the past three years.” The primary factors contributing to Northeast
refining closures include both market conditions and Government policies:

e Crude Costs.—Crude oil feedstock costs are a refiner’s largest expense and not
all crude oil is the same. Northeast refineries were built to use light sweet
crude oil as their feedstock to manufacture fuels and other refined products. Ab-
sent a multi-billion dollar investment in new equipment and procuring the envi-
ronmental permits authorizing such modifications, these refineries cannot use
lower-cost sour crude, making them uncompetitive with refineries using the
more affordable crude. There are many factors driving up the price of crude oil,
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including global unrest, increasing demand, tightening supplies, speculation,

and a weakened U.S. dollar. A May 2011 report from the Joint Economic Com-

mittee (JEC) found that the weakening of the dollar since 2008, which declined

11{1 percent, added $17.04 per barrel to the price of oil (Brent Crude) (Exhibit
)

o Decreased Demand.—Fuel demand is down in the United States. U.S. gasoline
demand peaked at 9.29 million barrels per day in 2007 and is projected to de-
cline 16 percent in the next few years. This decline in demand has created 2.4
million barrels per day of excess capacity in American refineries. Such demand
drops are attributable to the recession, higher Corporate Average Fuel Economy
(CAFE) Standards and the Renewable Fuel Standard (RF'S). The RFS alone has
displaced 10 percent of Northeast gasoline supply and nearly 10 percent of the
U.S. gasoline supply. Increasing CAFE standards will likely generate an addi-
tional 13 percent reduction in demand Nation-wide, or an amount equivalent to
18 refineries.

e Regulatory Expenditures—The U.S. refining sector is facing a blizzard of costly,
and in some cases conflicting, regulations that threaten its competitiveness in
a global marketplace. Many of these regulations carry little environmental ben-
efit. A Department of Energy report issued in March 2011 concluded that the
cumulative burden of Federal regulations was a significant factor in the closure
of 66 petroleum refineries in the United States in the past 20 years (Exhibit
B). The impact of regulations will be discussed in more detail later on in this
testimony.

In a recent report, the U.S. Energy Information Administration (EIA) notes that
these refinery closures will leave the Northeast and other parts of the East Coast
dependent on refined product imports from outside of the region. Some of this lost
supply could be replaced by refineries in other regions, since there actually is more
than ample supply of finished petroleum products in the United States. However,
EIA notes significant logistical challenges pose sizeable hurdles to getting finished
petroleum products to the Northeast. Such a reality could create supply disruptions
and require increased imports from Europe and Asia, “notably India.”

Gasoline supply in the midcontinent faces a different set of factors. New oil dis-
coveries on private lands in the Bakken region spanning North Dakota and Mon-
tana have provided midcontinent fuel manufacturers with a more affordable (but
still expensive) source of crude oil. Lack of port access or infrastructure throughout
the region can also somewhat mitigate the threat of foreign competition.

Compared to the rest of the Nation, consumers in the midcontinent area have ac-
tually benefitted from this abundant crude supply, experiencing gasoline prices
much lower than the National average in many States (see Exhibit C). However,
these costs are still high and the region is also not without its challenges. The rapid
expansion in regional crude oil production has actually created a bottleneck in the
region’s main crude oil distribution point of Cushing, Oklahoma. This bottleneck has
made the actual crude oil slightly less expensive for refiners in this region, but the
bottleneck has created a lack of pipeline capacity needed to get the oil out of the
distribution center. Given these circumstances, crude oil has had to be sent out of
Cushing via rail cars at a cost significantly higher than pipeline shipments. Such
costs, as well as time lags in crude shipments, have contributed to area prices being
higher than the historical average. TransCanada recently announced plans to build
a portion of the Keystone XL pipeline expansion, from Cushing to the Gulf Coast.
This will help alleviate some of the bottleneck in Cushing, but will be inadequate
in the long term.

The market policy and infrastructure factors impacting the American fuel supply
have created a high-cost environment that hampers our Nation’s economic recovery
and threatens our critical refining infrastructure. Unfortunately, Government over-
regulation is making matters even worse. Proposed new regulations and unneces-
sary tightening of existing standards threaten to raise energy costs for every Amer-
ican consumer, with little or no environmental benefit. They would also have the
unintended consequence of strengthening the competitive position of foreign refin-
eries and petrochemical manufacturers, which may lead to additional job losses for
America, weaken the U.S. economy, make America more reliant on nations in unsta-
ble parts of the world for vital fuels and petrochemicals, and ultimately endanger
our National security.

III. IMPACTS OF REGULATION ON AMERICAN COMPETITIVENESS

AFPM supports sound and sensible environmental and other regulations. Our
members are strongly committed to clean air and water, have an outstanding record
of compliance with Environmental Protection Agency and other regulations, and
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have invested hundreds of billions of dollars to dramatically reduce emissions meas-
ured by EPA.

As a result of these emissions reductions by our members and by other industries,
America’s air today is cleaner than it has been in generations. Refiners have cut
sulfur levels in gasoline by 90 percent just since 2004. We have also reduced sulfur
in diesel fuel by more than 90 percent since 2005 and reduced benzene in conven-
tional gasoline by 45 percent since 2010.

EPA data shows that total emissions of the six principal air pollutants in the
United States have dropped by 57 percent since 1980 and ozone levels have de-
creased by 30 percent. These reductions occurred even as industrial output and the
number of vehicles on the road have increased. EPA data indicates there will be
continued reductions in the years ahead under regulations already in place.

Despite the substantial progress we have made in environmental stewardship
under the Clean Air Act and other laws, we are concerned that EPA and other agen-
cies have, at times, made unreasonable and often conflicting demands on our mem-
bers without a full cost-benefit analysis. In particular, our members spend a great
deal of capital complying with regulations that generate little to no benefit for the
environment, capital that could be used to strengthen our Nation’s refining infra-
structure and create new American jobs.

The three recent refinery closures are, unfortunately, just the latest examples of
a long-term trend. As previously mentioned, a Department of Energy report issued
in March 2011 concluded that the cumulative burden of Federal regulations was a
significant factor in the closure of 66 petroleum refineries in the United States in
the past 20 years (Exhibit B). The manufacturers of fuels are being hit with a regu-
latory blizzard that poses a significant threat to both refinery operations and our
Nation. Some of these regulations involve what are called Tier 3 regulations to re-
duce sulfur in gasoline, greenhouse gas regulations under the Clean Air Act, lengthy
permitting delays, requirements under the Renewable Fuel Standard involving eth-
anol and other biofuels, and logistical hurdles involved with transporting fuel (such
as the Jones Act) to name a few. While each of these regulations poses significant
individual costs, many of these requirements conflict with one another, creating
compliance issues and increasing fuel costs.

Tier 3 & CAFE

The Obama administration is considering a mandate to lower the amount of sul-
fur in fuels in order to achieve its greenhouse gas (GHG) tailpipe and CAFE stand-
ards, known as Tier 3 gasoline standards. The industry has been successful in re-
ducing sulfur levels in gasoline by 90 percent since the EPA Tier 2 standard was
implemented in 2004. While achieving this level of performance came at a high
cost—nearly $10 billion—achieving the next additional small incremental reduction
EPA is contemplating could come at a much steeper price tag with little to no envi-
ronmental benefit. In fact, EPA’s own data indicates air quality will continue im-
proving under the existing Tier 2 standards. Furthermore, achieving the incre-
mental sulfur reduction would require massive new capital investments in equip-
ment that emits more carbon dioxide, which is in direct conflict with EPA’s mission
of reducing GHG. As a result of these new costs, independent analysis indicates Tier
IIT sulfur reductions could result in a 9 to 25 cents per gallon increase in the cost
of manufacturing gasoline. In addition, these costs could lead to as many as seven
additional refinery closures.

Recent EPA testimony indicated the agency is considering scaling back its Tier
3 proposal to focus solely on sulfur reductions. While EPA’s statement is encour-
aging, the tailored rule would still impose a high-cost, minimal-benefit regulatory
requirement on America’s already heavily regulated fuel supply. It could lead to sig-
nificant domestic fuel supply reductions, higher petroleum product imports, poten-
tially increased consumer costs, increased refinery emissions, closed U.S. refineries,
and reduced energy security. As Americans struggle with high gas prices and high
unemployment, EPA should not promulgate any new regulations that will exacer-
bate either situation.

AFPM fully supports market-driven efficiency gains for fuel economy. Consumers
want more fuel-efficient vehicles, but they also want affordable vehicles. Unfortu-
nately, Government-imposed CAFE standards are driving up the cost of vehicles
and placing new demands on U.S. refiners. In particular, while auto makers are
given “offramps” if standards are unachievable, refiners are nonetheless forced to
make massive capital investments to produce new fuels for a fleet of vehicles that
may never exist. The 2004 requirements for refiners to produce 15 parts per million
(ppm) ultra low sulfur diesel (ULSD), for example, was to enable the widespread
adoption of nitrogen oxides (NOx) absorbers on trucks. Ultimately, the vehicle man-
ufacturers determined that those absorbers would not work and instead chose an
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alternate technology that could function with 50 ppm sulfur fuel. Yet refiners were
still required to produce 15ppm ULSD, resulting in much higher costs to achieve
identical environmental benefits. Government’s involvement in the fuels market al-
ways creates unintended consequences, and the impacts are felt by U.S. refiners and
consumers alike.

EPA GHG Regulations

Although the Clean Air Act (CAA) was never intended to regulate global emis-
sions of greenhouse gases (GHGs), EPA is nevertheless moving forward in regu-
lating such emissions within the framework of this statute. The agency is pro-
ceeding with these regulations even though EPA Administrator Jackson has said
several times that they will do nothing to address global concentrations of GHG
emissions. In the absence of a comprehensive global approach to GHG emissions,
imposing these burdens on the United States would unilaterally cripple the ability
of U.S. manufacturers to compete on a world market against other nations—notably
India, China, and Brazil—with less stringent environmental regulations.

EPA’s regulations will encourage companies to export jobs rather than products,
and in the case of fuel, force the United States to increase its dependence on im-
ports. EIA’s report on East Coast refining indicates America’s competitiveness is al-
ready at risk. The report notes supply shortfalls in the Northeast are more likely
to be made up through Indian imports than from other U.S. refiners due to U.S.
infrastructure restraints, such as the saturated Colonial Pipeline that supplies the
Northeast fuels market with products from the Gulf Coast. Overregulation is a sig-
nificant factor in this threatening trend. Losing American manufacturing jobs and
weakening our vital manufacturing sector will harm the American economy and
American workers.

Permitting Delays

The existing permitting process delays important projects for years and signifi-
cantly increases costs, oftentimes making it uneconomical to pursue new projects.
The most recent victim of regulatory delay is the Keystone XL pipeline, which has
been studied by Federal reviewers for more than 3 years, and which is being re-
quired by President Obama to undergo yet further study.

Getting more U.S. and Canadian oil—along with oil from North Dakota and Mon-
tana—delivered to Gulf Coast refineries via Keystone XL would add to the world
oil supply and make us less reliant on oil from unstable parts of the world, increas-
ing U.S. energy security and by extension our National security. This would help
remove the uncertainty about future supplies that is a factor in the recent rise of
oil prices. Unfortunately, the administration has held up approval for the pipeline
for more than 3 years. After President Obama rejected approval of the full Keystone
XL pipeline until a new study is completed, Canada is now investigating construc-
tion of a pipeline from oil sands deposits in Alberta to the Pacific to ship its oil to
Chinese and other Asian ports. The cost of crude oil is the single largest cost for
refineries, and every additional dollar our members spend on an expensive supply
limited by Government’s (in)action is a dollar our members cannot spend upgrading
facilities to handle new types of crude or building out other infrastructure. Stream-
lining permitting processes and increasing domestic production are vital to keeping
American refineries running and creating jobs.

General Burden of Continuously Tightening CAA and Other Environmental Regula-
tions

The $128 billion that U.S. refiners have spent since 1990 to comply with Federal
environmental regulations adds significantly to their costs of manufacturing fuel.
Refiners supported, and continue to support, many of these regulations that were
clearly beneficial to the environment. However, as environmental standards are
tightened, often with de-minimus effects on emissions, the cost to meet those stand-
ards increases exponentially, threatening the global competitiveness of American
fuel manufacturers.

Sunoco notes in its Open Letter to the Community regarding its Northeast refin-
ery closures that environmental regulatory costs consumed approximately 15 per-
cent of its operating budget. Similarly, over the last 10 years ConocoPhillips in-
vested 100 percent or more of its profit into its Trainer refinery in the Philadelphia
area to meet regulatory requirements before idling the refinery last year. The refin-
ery also lost money in each of the previous 3 years. Finally, a Hovensa refinery that
shut down in the U.S. Virgin Islands was located in a region that was in attainment
with the Clean Air Act. EPA was nevertheless requiring the company to spend an
additional $700 million replacing turbines. After losing $1.3 billion in last 3 years,
the refinery could not afford the additional regulatory compliance costs and decided
to instead close its doors.
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Finally, there has been a great deal of attention recently on the future of electric
vehicles as the “future of transportation.” It was recently reported that the United
States is pursuing a trade case against China over its practices related to rare earth
minerals, a vital component of hybrid car batteries. The same reports note that
China controls 97 percent of the world’s supply of rare earth minerals. As Congress
and the administration seek ways to increase our energy security, economic security,
and National security, AFPM urges policymakers to weigh the full spectrum of
trade-offs. While weaning the United States off oil is a good talking point, artifi-
cially forcing the market to adopt expensive new technologies that rely on the fair
trade practices of China could bring a new set of challenges. In the meantime, the
United States can instead develop its own abundant supply of energy, which can
increase our energy, economic, and National security. The United States can do so
without subsidies or mandates, all our industry needs is the room to do it. As we
look to diversify our energy sources, we must not turn our back on petroleum-de-
rived fuels that we will continue to depend upon for decades to come. To do so would
simply disadvantage the consumer, harm our National economy, and erode our en-
ergy security.

IV. DOMESTIC SUPPLY DEVELOPMENTS COULD REVIVE STRUGGLING NORTHEAST
REFINERIES

The increased production of domestic unconventional oil and gas, along with the
growth of Canadian oil sands shipments to U.S. refiners, creates the potential for
a resurgence of petroleum production and refined petroleum products throughout
the United States. The technological advancements in developing these unconven-
tional resources could, as early as 2016, increase North American output by 3 mil-
lion barrels per day (mmb/d) and decrease waterborne crude imports by 4 million
barrels per day (mmb/d). The increases in upstream production creates opportuni-
ties for U.S. refiners to improve the security of crude oil supplies, reduce operating
costs, and increases their likelihood of being competitive in the global marketplace.

Increased access to competitively priced North American oil from unconventional
domestic shale plays in areas such as Utica, as well as Williston Basin, Bakken, and
Eagle Ford, could increase access to light sweet crude oils for Northeast refiners,
replacing more costly imports from less stable regions. Additionally, the increase in
natural gas production is not only providing greater feedstocks for petrochemical fa-
cilities, but is helping refineries decrease their operating costs due to less expensive
energy costs.

While some hurdles still remain, further development of unconventional shale for-
mations in Ohio could provide northeast refineries with low cost domestic light
sweet crude oil. Preliminary estimates by Ohio’s Department of Natural Resources
(ODNR) suggest that the recoverable reserves within the Utica formation are be-
tween 1.3 and 5.5 billion barrels of oil in addition to 3.8 to 15.7 trillion cubic feet
of natural gas. Increased interest in Utica shale oil and natural gas formation, along
with the proper pipeline infrastructure, could significantly increase access of light
sweet crudes for purchase by refiners in the Northeast region of the United States.

V. CONCLUSION

The U.S. refining and petrochemical industries are American success stories that
are nevertheless facing new challenges. Despite supporting millions of jobs and posi-
tively impacting our trade balance, a storm of high crude costs, increased competi-
tion, decreased domestic demand, and overreaching Government regulations have
forced several refineries to close.

Still, these challenges are not insurmountable, and with the help of Congress and
the administration, America’s oil and gas industry can lead to a resurgence in U.S.
manufacturing, increase our energy security, and continue to create jobs here at
home. AFPM recommends:

e Fully develop domestic supplies of energy.—Contrary to the claims of the critics

of fossil fuels, America is not energy-poor; rather, we are energy-rich. There is
a treasure trove of oil and natural gas under our feet and off our shores—
enough to make America the biggest energy producer in the world. Our chal-
lenge is not to find this buried treasure or to extract it, but rather to convince
the Federal Government to reverse its current energy policy and allow the de-
velopment of these resources in a safe and environmentally responsible manner.
e Reduce the impacts of overregulation.—AFPM recognizes that Government has
the responsibility to balance the demands of protecting public health while fos-
tering the competitiveness of U.S. business. AFPM supports sound environ-
mental and other regulations that strike the appropriate balance between envi-
ronmental and economic stewardship. Unfortunately, the size, scope, and cumu-
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lative burden of current and impending regulatory activity is creating both sig-
nificant regulatory uncertainty and a slew of conflicting regulations that will
impose significant burdens on domestic fuel manufacturers, which further de-
creases our National security and makes American refiners less competitive.

A robust domestic fuel industry is vital to U.S. National security. AFPM and its
members stand ready to work with Congress in the administration to grow our do-
mestic energy security, strengthen our National security, and create jobs while pro-
tecting our environment to build a better life for Americans today and a better fu-
ture for the generations that come after us.
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o Rocky Mountain States Are Currently Paying $0.50 Less Per Gallon of Gasoline
Than National Average.—National Avg: $3.74/gal, Wyoming $3.17/gal (-$0.56),
Colorado: $3.19/gal (-$0.55), Montana %3 28/gal (—$O 46) (AAA, 3/1/12).

e Lower Gasoline Prices Due to Access to American and Canadian Crude Oil.—
According to a report by the U.S. Energy Information Administration (EIA), low
gas prices in Rocky Mountain States are because of their easy access to cheap
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c1/"ud/e oil produced in the U.S. Bakken region or imported from Canada (EIA,

2/14/12).

e North American Oil Boom Is Driving Down Prices v. Rest of World.—North
American crude oil sells at a discount compared to world prices. West Texas In-
termediate (WTI) is averaging $18 less per barrel than the international North
Sea Brent price. Bakken crude has sold as much as $28 per barrel less than
WTI crude (EIA, 2/29/12).

e East Coast States Rely on Higher Priced International Crude Supplies.—Be-
cause they lack the pipeline infrastructure to access cheaper U.S. and Canadian
crude, East Coast refineries must use more expensive international Brent crude
to make gasoline (IntlBusinessTimes, 3/1/12).

o Higher East and West Coast State Gas Taxes Do Not Explain Higher Prices.—
For example, New York drivers pay $0.27 per gallon more in State gas taxes
than Colorado drivers. Yet, gasoline costs $0.78 more per gallon in New York
than Colorado. That is still a $0.52/gal. difference.

Mr. MEEHAN. Thank you, Mr. Drevna.
Now I turn to Mr. Greco for testimony.

STATEMENT OF ROBERT GRECO, GROUP DIRECTOR, DOWN-
STREAM AND INDUSTRY OPERATIONS, AMERICAN PETRO-
LEUM INSTITUTE

Mr. GRECO. Good morning, Mr. Chairman and Mr. Carney. My
name is Bob Greco and I am Downstream Group Director for the
American Petroleum Institute, API. Thank you for the opportunity
to testify today.

The API represents all aspects of America’s oil and natural gas
industry. The industry supports 7.7 percent of our economy, 9.2
million jobs, and millions of Americans who hold ownership stakes
through pension funds, retirement accounts, and investments.

Refineries are critically important to our Nation. They make the
fuels that virtually all Americans use and that drive our economy.
They contribute to our energy and National security, and they pro-
vide jobs for tens of thousands of Americans and substantial rev-
enue to local, State, and Federal governments.

The recent refinery closures here in Pennsylvania are of great
concern. They have the potential to impact families, communities,
and other manufacturing industries, and to reduce tax revenues.
We very much regret that situation. It is also important, however,
to understand the reasons why refining is such a challenging busi-
ness and why closures sometimes occur, and to also know that the
refining industry is resilient and will continue to supply the prod-
ucts people in this area and all Americans need.

Refining is highly competitive. It has also historically been a low-
profit-margin industry faced with a heavy slate of regulations in-
volving many billions of dollars in environmental investment and
compliance costs. Because of these and other factors, some refin-
eries often after sustained periods of financial losses had to shut
down. About 75 U.S. refineries have closed since 1985. As this has
happened, however, the remaining larger, more efficient facilities
have expanded capacity so the total U.S. refining has actually in-
creased by 13 percent. The ability of our industry to add capacity
and deliver larger amounts of gasoline and other products over a
flexible distribution network and to also draw on imported products
when necessary will help us continue to provide Americans the
fuels they need.

The higher prices we see now also have been a challenge for re-
fineries. Rising global demand and Middle East tensions have
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pushed the cost of crude oil higher. This cost is the single biggest
factor in the price of gasoline, accounting for about three-quarters
of the price at the pump, excluding gas taxes, and is the largest
cost incurred by refineries. Refiners have struggled to pay these
high raw material costs to make products for Americans when de-
mand has been relatively weak because of the recession. This has
severely pushed down margins and has negatively affected all re-
fineries.

Good policy choices mean sensible regulations, fair taxes, and
sufficient access to crude oil from all of the refined products that
we make. Decisions made in Washington, DC, are a big part of the
equation but so are those made by local and State governments.
Excessive rules can help raise cost and make it harder for our re-
fineries to compete and stay in business. Policies such as those em-
braced by the current administration that limit crude oil produc-
tion in the United States or prevent ready supplies from being im-
ported from Canada can help drive up crude oil prices that eventu-
ally affect refineries and those who consume the gasoline, diesel,
and other products they make.

That is why we have been calling on the administration for a
change of course. We have urged them to expand access to Amer-
ica’s vast oil and natural gas resources on public lands that could
also add supplies to markets and help drive down prices. We have
urged them to approve the Keystone XL pipeline, which could de-
liver from Canada very large additional supplies of crude oil to U.S.
refineries that serve U.S. markets. We have called for more sen-
sible, cost-effective regulations that show a practical regard for the
potential impacts on the industry, its employees, and those who de-
pend on the products they make. We have asked the EPA in par-
ticular to reconsider a virtual blizzard of new, poorly-thought-out
or unnecessary rules that affect our refiners including, for example,
a rule that forces refiners to blend into gasoline advanced biofuels
that do not yet exist or pay a fee for not doing so. We have chal-
lenged billions of dollars in proposed tax increases on an industry
that already pays vast sums to the Government at far higher effec-
tive tax rates than most other industries.

In conclusion, America’s refineries are a critical part of the Na-
tion’s industry bedrock and part of the fabric of the communities
in which we operate. They make products that are absolutely indis-
pensable to America and they are vital to our National security.
Our policymakers must understand this for this vital sector of our
economy to continue serving America the best that it can.

Thank you, and I look forward to your questions.

[The statement of Mr. Greco follows:]

PREPARED STATEMENT OF THE AMERICAN PETROLEUM INSTITUTE (API)

MARCH 19, 2012

Good morning. My name is Bob Greco and I am group director of Downstream
and Industry Operations for the American Petroleum Institute (API). Thank you for
the opportunity to speak at this hearing today.

API represents all aspects of America’s oil and natural gas industry. The industry
supports 7.7 percent of our economy, 9.2 million jobs, and millions of Americans who
hold ownership stakes through pension funds, retirement accounts, and invest-
ments.
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Refineries are critically important to our Nation. They make the fuels that vir-
tually all Americans use and that help drive our economy. They contribute to our
energy and National security. And they provide jobs for tens of thousands of Ameri-
cans and substantial revenue to local, State, and Federal Governments.

The recent refinery closures here in Pennsylvania are a matter of great concern.
They have the potential to impact families, communities, and other manufacturing
industries, and to reduce tax revenues. We very much regret that.

It’s also important, however, to understand the reasons why refining is such a
challenging business and why closures sometimes occur—and to also know that the
refining industry is resilient and will continue to supply the products people in this
area and all Americans need.

Refining is highly competitive. It has also traditionally been a low-profit margin
industry faced with a heavy slate of regulations over the decades involving many
billions of dollars in environmental investment and compliance costs. Because of
these and other factors, some refineries—often after sustained periods of financial
losses—have had to shut down. About 75 U.S. refineries have closed since 1985.

As this has happened, however, the remaining larger, more efficient facilities have
expanded capacity so that total U.S. refining capacity has actually increased by 13
percent. This has allowed the sector to continue to reliably provide Americans with
the fuels they need.

The ability of our industry to add capacity and to produce and deliver larger
amounts of gasoline and other products over a flexible distribution network—and
also to draw on imported products when necessary—will help us continue to supply
markets here.

The higher prices we see now also have been a challenge to our refineries. Rising
global demand and Middle East tensions have pushed the cost of crude oil higher.
The cost of crude oil is the single biggest factor in the price of gasoline—accounting
for about three-fourths of the pump price excluding gasoline taxes—and is the larg-
est cost incurred by refineries.

Refiners have struggled to pay these high raw material costs to make products
for American markets at a time when demand has been relatively weak because of
the recession. This has severely pushed down margins and has negatively affected
all refineries.

Refining is a difficult business. But we can make better energy policy choices that
can help the industry remain a reliable, stable supplier of affordably-priced fuels
and keep its workers employed.

Good policy choices mean sensible regulations, fair tax policies, and sufficient ac-
cess to the crude oil from which all refined products are made. Decisions made in
Washington, DC, are a big part of this equation, but so are those made by local and
State governments.

Excessive rules can raise costs and make it harder for our refineries to compete
and stay in business. Policies—such as those embraced by the current administra-
tion over the past 3 years—that limit crude oil production in the United States or
prevent ready supplies from being imported from Canada can help drive up crude
oil prices that eventually affect refineries and those who consume the gasoline, die-
sel fuel, and other products they make.

That’s why we have been calling on the administration for a change of course.

We've urged them to expand access to America’s vast oil and natural gas re-
sources on public lands that could also add supplies to markets and help drive down
prices.

We've urged them to approve the Keystone XL pipeline, which could deliver from
Canada very large additional supplies of crude oil to U.S. refineries that serve U.S.
consumers.

We've called for more sensible, cost-effective regulations that show a practical re-
gard for potential impacts on industry facilities and to the people who work there
or who depend on the products they make.

We've asked the EPA in particular to reconsider a virtual blizzard of new, poorly-
thought-out or unnecessary rules affecting our refining sector, including, for exam-
ple, a rule that forces refiners to blend in gasoline—or pay a fee for not doing so—
advanced biofuels that do not yet exist.

And we've challenged billions of dollars in proposed tax increases on an industry
that already pays vast sums to the Government at far higher effective rates than
most other industries.

The U.S. oil and natural gas industry’s earnings are in the billions, it is true, but
the industry’s profit margins, or earnings per dollar of sales, are in line with other
U.S. manufacturing industries. What our companies earn goes to investing in new
production and new facilities, running our companies, paying our employees, and
delivering more than $86 million a day to the Federal Government in revenue.
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These earnings also provide a fair return on investments to our owners—the tens
of millions of Americans who own our companies in their 401(k)s and IRAs or re-
ceive income from Government pension funds invested in oil and gas stock.

America’s refineries are a critical part of the Nation’s industrial bedrock and a
part of the fabric of the communities in which they operate. They make products
that are absolutely indispensable to America. They are vital to our National secu-
rity.

Our policy makers must understand this for this vital sector of our economy to
continue serving America the best it can.

Thank you.

Mr. MEEHAN. Thank you, Mr. Greco. Thank you, Mr. Drevna. I
now recognize myself for 5 minutes of questioning.

We just had the analysts on whose responsibility it is to sort of
dispassionately assess the facts. You work in this industry. I want
to understand why is it that we are seeing global demand for en-
ergy increase, greater utilization of these natural resources in de-
veloping countries as well, and yet right here in the United States
here on the East Coast, here in Marcus Hook, we are losing our
refineries. Mr. Drevna.

Mr. DREVNA. Well, fortunately, I cannot be dispassionate about
it because the industry that I represent and the people we employ
are all part of the big picture, so there is going to be a little bit
of passion. The problem, sir, is that we do—we can’t separate our-
selves, the global economy from the local economy. As Bob said, 76
percent of the cost at the pump is the barrel. Another 12 percent
or so is taxes. So we are married to the price of crude. Now, when
you look at what happened, as the other economies around the
world are expanding right now, as a matter of fact, if you look at
what is happening in India, look at what is happening in China,
and even with 54 nuclear reactors being down in Japan, they are
adding another 286,000 to 300,000 barrels a day of demand just in
Japan, so that again is—there is not that much of a cushion be-
tween world-wide production of crude and the demand.

Now, here in the United States, we have an ample supply of fuel.
Why? Well, because we went through a—we have gone through a
recession. Who knows what the real unemployment number is?
People aren’t driving. They are changing their driving habits. We
are adding 10 percent ethanol and other things to the gasoline,
which took away 10 percent of our market right off the top. So
when you add up all those things, the simple answer is, these re-
fineries are in a very, very tough competitive business and going
forward they are looking at the capital investment they would have
to make just to stay even with environmental—I mean, Sunoco
itself said they lost how many billions of dollars over the past——

Mr. MEEHAN. Are they making similar kinds of investment in
India and other places?

Mr. DREVNA. Oh, India has made a huge investment in taking
that reliance refinery upwards to a million barrels a day but they
are not doing it under U.S. rules. Right now, if I may use the term,
they are salivating at what they can do.

Mr. MEEHAN. But you pointed out that what we have is roughly
a global balance at this point in time. While we may have a little
bit of excess currently because we are in a situation in which we
curtailed our utilization of energy here in the United States. I am
sorry, did I misstate it?
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Mr. DREVNA. No, you are right. Well, there is roughly a balance
of crude supply in the world. We have more than ample supply in
the United States right now to service the needs as the economy
is today. Now, we hope the economy increases.

Mr. MEEHAN. As the economy is today, but what happens—and
I will get to you, Mr. Greco, because I want you to answer that
question I asked initially, but I want to follow up on this line of
questioning. What happens right now if we are in a circumstance
in which we now have to rely more on these refineries overseas and
they make the determination that they want to steer this product
towards another country, towards their own—India is refining
more for India. China is refining more for China. We are now not
only trying to compete for global access to the oil but, once we get
the oil, we have to go someplace else to get it refined.

Mr. DREVNA. That is a situation that I don’t want to find our-
selves in, Congressman. It is a terrible situation. You know, if we
want as a Nation, as we should, to be less reliant on foreign
sources of crude oil, why would we want to put ourselves in a pre-
dicament of being more reliant on foreign sources of refined prod-
uct. So, you know, but it is not a simple yes or no. It is what can
we do as a Nation working together to make sure that that is mini-
mized and the things that I have outlined, opening up access to our
own resources, taking a look at these regulations—Bob hit on a
couple of them—Ilet us sit down and say which ones are necessary,
which ones have gone too far, and for our industry, which ones are
conflicting. Greenhouse gases versus tier 3 sulfur. Can’t do both. It
is a dichotomy of the regulatory scheme. So let us sit down and fig-
ure out how to keep Americans working, how to keep refineries
running, and how to make our country economically and Nationally
secure.

Mr. MEEHAN. Mr. Greco, I didn’t give you a chance. I asked a
question and then I got into a long litany with Mr. Drevna, but I
would like you to respond to that particular question I asked at the
outset or any comments with regard to Mr. Drevna’s observation.

Mr. GRECO. I will just add to what Charlie said. You have to look
at the long-term prospects for growth in the United States. Even
though our economy is recovering, the EIA and others have pro-
jected basically flat U.S. demand or dropping U.S. demand for re-
fined products. So when you are looking at refineries who are in-
vesting for 10, 20, 30 years out, they are looking at what their fu-
ture demand looks like, and they are looking at a plateau, maybe
a drop-off after that.

Mr. MEEHAN. I see testimony from you that you expect the de-
mand for refined products to decrease here in the United States by
some 18 percent.

Mr. GRECO. Well, this is EIA testimony. I am citing EIA projec-
tions. We don’t project future growth but EIA and others have pro-
jected a flattening demand, and some a decrease. So when you
have a surplus of refining capacity, which we do in the United
States, you can understand why we have had a trend of refinery
closures for the past 30 years. The refineries are growing, the more
efficient ones are growing, but those that are at risk will continue
to be at risk because of the outlook going forward.
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Mr. MEEHAN. Is that a flattening demand due to things like the
CAFE standards which are going to generate as well as I am as-
suming the second factor of a flattened demand. When we are talk-
ing about demand, when we are talking about demand for refined
products so that does not include the ethanol, which is

Mr. GRECO. That is one of the primary drivers is the fact that
you have a 10 percent ethanol mandate that is increasing over
time. You also have CAFE standards. The fuel economy standards
have gotten tighter so vehicles will get more efficient and continue
to get more efficient over time. So the combination of increased re-
newables and increased vehicle efficiency are going to offset the
economic——

Mr. MEEHAN. Let me ask one point. At what point in time do we
start to—you know, we have reduced sulfur emissions almost 90
percent since we began these. But at what point in time do we keep
making demands of higher and higher standards at which point
some of them stop gaining their advantage but what we are losing
the ability here to keep our refineries open.

Mr. GRECO. Well, we have already reduced 90 percent of the sul-
fur in gasoline. As Charlie mentioned, there is a tier 3 proposal
that EPA is working on that would reduce gasoline sulfur even fur-
ther. We have not seen a justification for that rule or any cost-ben-
efit analysis. So our feeling is that this is yet another cost that
hasn’t been justified to the industry. Let us see a justification for
this before we go ahead and move forward with such an expendi-
ture.

Mr. MEEHAN. My time is expired. I will turn to my colleague, Mr.
Carney.

Mr. CARNEY. Thank you, Mr. Chairman.

I have been scratching my head all morning about the economics
of these global petroleum markets and how they really affect what
we are here today to talk about, which is the refineries here along
the Delaware River, and I am still scratching my head. I thought
I just heard you say that supply is up, demand is down in the
United States, you know, basic economics, prices should be down,
prices are going up. You also said that the refining industry is basi-
cally tied directly to—married, I think you said—was to the price
of crude oil. So it seems to me the issue really is the divergence
between local supply and demand versus global supply and demand
for crude oil as well as the divergence between the kinds of crude,
because otherwise, everything ought to—first of all, they shouldn’t
be going up. Basic economics. This seems like health care. It is the
only other market that doesn’t work like a market where driven by
supply and demand. So why is it, if supplies are up and demand
is down, prices are going up?

Mr. DREVNA. Well, again, Mr. Carney, you have to differen-
tiate——

Mr. CARNEY. It can’t be related to things that are happening, you
know, prospectively, right? It has to be related to things that are
happening today.

Mr. DREVNA. Well, first of all, again, you have to make the dif-
ferentiation. We talked about supply and demand. You have to dif-
ferentiate the supply and demand of the global crude market,
which dictates 76 percent of the cost at the pump
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Mr. CARNEY. Right. So given the price of crude, that would sug-
gest that demand is far outstripping supply because the prices
just—

Mr. DREVNA. Well, there are a lot of things that go into the price
of crude on the global market, none of which we control.

Mr. CARNEY. So it not an operating market that we learned
abou‘g in our economics class where supply and demand determines
price?

Mr. DREVNA. No. You mentioned earlier, you know, you had the
Arab Spring, you have the potential for something happening some-
time this June in the Middle East. We don’t know exactly what
that is. The price today is dictated upon what people believe is
going to be in the future.

Mr. CARNEY. So given that reality, so then the concept of energy
independence should be a good goal, right? You said yourself that—
why we would want to be dependent on supply of foreign crude?
For the same reason, why would we want to be dependent for the
supply of foreign refined products? I happen to agree with you on
both cases.

Mr. DREVNA. I agree. Now, let me give you an “if.” Right now all
the imports that we take in of crude oil, and let us differentiate
crude from finished product. Crude oil, 53 percent non-OPEC, 47
percent OPEC, and that 53 percent non-OPEC is mostly from Can-
ada, etc. If we would just have the President sign a document that
says we can build the Keystone pipeline that adds 700,000 barrels
a day, that will knock off 12 percent of OPEC crude coming into
this country.

Mr. CARNEY. Well, as I understand—we had this conversation
with the first panel—is that those supplies are going to go to the
Gulf Coast and be exported.

Mr. DREVNA. They are not going to be exported. What is going
to be exported is—the 700,000 barrels a day will be refined in the
United States by United States refineries operated by United
States citizens and workers. It will be distributed

Mr. CARNEY. How is that going to help these refineries right here
along the Delaware River?

Mr. DREVNA. Well, again, they are——

Mr. CARNEY. The answer is: It is not, because the problem is not
that. The problem is the difference between the cost of refining the
different types of crude, correct?

Mr. DREVNA. That is true.

Mr. CARNEY. So explain to me what has happened over the last
several years that have made these refineries lose money and other
refineries obviously not lose money that enabled them to stay open.

Mr. DREVNA. The difference in the price of crude in the regions.
If you look at——

Mr. CARNEY. That doesn’t make any sense, because if the crude
is the same

Mr. DREVNA. It is not the same.

Mr. CARNEY [continuing]. It is a function of the price that are
you are getting from the refined product minus the cost of refining.

Mr. DREVNA. But it is not same the crude, sir. It is not the same
crude. East Coast refineries are, as I said, relying upon Brent
crude, most of it coming from either the west coast of Africa or
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whatever. It is Brent. It is the highest-priced crude in the world.
If you look at my testimony, the chart that says why there is a dif-
ferential in crudes, why there is a differential in pump prices, the
map that says—the last page of the testimony, the map that says
where the different crudes are coming from and how they are
priced, that is the difference. In 2008, there wasn’t a difference. Ev-
erything went up. Every refinery was hurt.

Mr. CARNEY. So that is the issue, the divergence between certain
kinds of crude, right?

Mr. DREVNA. Yes, sir.

Mr. CARNEY. What is driving that?

Mr. DREVNA. International affairs. Again, the refiners and oil
companies have absolutely no control over what the price of crude
is. We are the first customer. We have absolutely no control over
the price of crude.

Mr. CARNEY. Mr. Greco, one of the impacts or one of the factors
that determines the cost of refining is what has to be done in that
process, and you mentioned in your testimony some of the environ-
mental requirements that drive that. Could you talk about the
things that exist today that are driving that, that have negatively
impacted the refineries right here along the Delaware River?

Mr. GRECoO. Well, we can talk generally. The fact is, we——

Mr. CARNEY. No, I want to talk specifically because I want to
talk about the requirements that have affected the jobs of the peo-
ple who are sitting behind you and the refineries in particular
here. Because we just determined that in fact there is a difference.
If you are down in Delaware City, they are able to make a profit,
and somebody has come in and has reopened that refinery because
they refine a different kind of crude. So tell me specifically—I see
my time has run out.

Mr. MEEHAN. No, please feel free.

Mr. CARNEY. Tell me specifically what it is that is affecting these
refineries in terms of that refining process and those environ-
mental requirements.

Mr. GRECO. As Charlie pointed out, refineries have varying de-
grees of efficiency and complexity. Some refineries are more able to
handle the cheaper crudes than others. When you start layering on
environmental regulations, you are increasing the cost of compli-
ance for every refinery. Some refineries because they are more effi-
cient or can take advantage of other synergies such as cheaper
crude may remain more competitive. But at some point the least
competitive in any industry to the extent that more and more re-
quirements are layered on those, the least competitive players are
going to drop off, and that is what I think we are seeing in the
United States.

Mr. CARNEY. So I heard that when Mr. Drevna said that in his—
I am sorry. My time is up.

Mr. MEEHAN. No, go ahead. Proceed with your question.

Mr. CARNEY. So I heard Mr. Drevna say that in his opening re-
marks, and that suggested to me that there was some investments
that maybe weren’t made in these refineries to make them effi-
cient, competitive, or some differentiation between these refineries
and other refineries, low sulfur, sweet crude, that were picking up
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the slack and that were able to be successful. Are you aware of
those investments or the reasons they are not competitive?

Mr. GRECO. We can’t comment about individual companies who
made individual decisions to invest or not invest. What we have
seen is that there has been

Mr. CARNEY. But you would say that they must not have made
investments or they must not have done what was necessary to
make them as efficient and as competitive as somebody else in the
marketplace, without naming names.

Mr. GREcoO. Each refinery is unique. They each have their own
unique processes, the types of crude they buy. So you can’t compare
individual refineries. The companies that own those refineries are
making the decisions to determine for the next 20, 30 years what
do I need to do to remain competitive. In some cases, you had refin-
eries expand. There have been a number of expansions in the Gulf
Coast in the Midwest where companies spent billions of dollars to
increase the size of the refineries. Some of those are to take advan-
tage of the heavier crudes coming from Canada, the ones that
Charlie mentioned that are sold at a discount. Because they are al-
ready configured to handle these heavier crudes, they are taking
advantage of their size and also their complexity to maximize their
comlpetitiveness. Again, other refineries have made other decisions
to close.

Mr. CARNEY. Thank you. I see my time is long expired. Thank
you, Mr. Chairman.

Mr. MEEHAN. I didn’t want to stop you. You were on a roll, Mr.
Carney. I appreciate your questioning.

I want to ask a follow-up question or two, but before I do so, the
Chairman wants to recognize State Representative Maria
Donatucci is here today. She has been a great partner from among
the many elected officials on the State and the local level who have
worked in collaboration addressing this issue, and I thank you for
being here.

Let me ask a question. You talked about the discrepancy that ex-
ists or the valuation difference that exists because we have a large
deposit of the Bakken crude that is in the mid-continental region
that is stranded to some extent and therefore, as I understand it,
they are charging less at this point in time, and, you know, a gal-
lon of gasoline in Colorado is 35 to 50 cents cheaper than it is here,
maybe 25 cents cheaper, but it is cheaper there. What are opportu-
nities are there for our refineries to take advantage of this kind of
an asset and be able to take the town workforce and the resources
that we have to develop that deposit and compete in the same man-
ner that is being done mid-continent?

Mr. DREVNA. Mr. Chairman, we need to be serious about devel-
oping our own infrastructure. Again, if you look at that map, we
are pretty good going north-south here with oil crude transpor-
tation with the noted exception of the bottleneck at Cushing which
we hope in a short time frame will be alleviated somewhat, but if
look east-west, we don’t have a great transportation system, and
you really don’t have to go as far as Bakken, and as I understand,
they have already railed Bakken crude into Albany and then piped
it down to some refinery here for test runs. But you have Utica in
Ohio, which is the same quality, and it is right there. You know,
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will it keep these refineries open? I can’t predict anything like that.
Can it? Would it be a significant impact if the refineries on the
East Coast could have access to domestic sweet crude? Yes, I think
we could do some good things, and that is why I say, develop our
own resources and build our own shovel-ready infrastructure.

Mr. MEEHAN. So it would be a factor of infrastructure would be
the kind of a thing. Any other policy issues with respect to things
that would make it conducive for us to be able to compete for the
opportunity to access that?

Mr. DREVNA. Well, it is on private land so it is being developed,
but, you know, getting pipelines, getting rights-of-way, permitting.
If anybody wants to stop it and delay it, they can and they have.

Mr. MEEHAN. Mr. Greco, do you have any thoughts on that?

Mr. GRECO. One additional comment. As Charlie mentioned,
most of the development is currently on private lands. That is
where we have seen the tremendous growth. We could use adminis-
tration support for further development on the public lands, the off-
shore, the on-shore public lands. Markets react to signals from the
administration and others as to future supply. So not just the cur-
rent supply, but if we see a willingness to increase and be com-
mitted to developing our own resources, markets will react. We
have a good example of that back in 2008 when crude was aver-
aging $130 a barrel. President Bush announced that he was lifting
the moratorium, the Presidential moratorium on off-shore develop-
ment. Over the next 6 weeks, the price of crude oil dropped by $16
a barrel. I am sure there were other factors involved in that but
markets react to price signals. They react to the intent and what
they see for future expectations of supply, and this administration
could be much more supportive and send similar types of signals
to the market.

Mr. MEEHAN. I don’t know the answer to this, but I do know that
Virginia was talking about developing or seeking permission to de-
velop their energy resources off-shore. Is that the same kind of a
crude? Do we know if that the same kind of a crude as the Bakken
crude that would then be able to be perhaps even closer to a re-
source like our refineries here on the East Coast?

Mr. GRECO. It could be. We have not had the opportunity to ex-
plore. We can’t even assess the resource.

Mr. MEEHAN. How do we know that there is oil down there?

Mr. GRECO. We have information from the USGS that is going
on 10, 20 years old about potential resources. What happens then
is we open up areas for leasing. Companies have a financial incen-
tive to go in there and actually assess the resource to make a deci-
sion whether they should drill or not. But with 90 percent of our
coastlines off-limits, we don’t even have the opportunity to explore
those areas.

Mr. MEEHAN. Do you have any thoughts, Mr. Drevna? Do you
have a comment?

Mr. DREVNA. As a matter of fact, not only the opportunity but
Congress passed a law forbidding us to even inventory. That was
2002 or 2003.

The other thing, and to expand a little bit on what Bob was re-
ferring to about sending the market a signal, well, twice now in the
past 11 months or so, there was a signal sent to the market, albeit
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I would suggest it was the wrong signal when we released 30 mil-
lion barrels of crude oil from the SPR last July and the price of oil
went down $2, $3 a barrel in 1 day. It lasted for a couple days be-
cause we released 30 million barrels, which is like 9 hours on a
global market. Last week, the President and Prime Minister Cam-
eron were talking about releasing some oil from the SPR, and the
price went down $2 like that. Imagine

Mr. MEEHAN. But is that all just for people who are sort of specu-
lating and trying to play the game as to what is going to happen?

Mr. DREVNA. Well, but that sends a signal to the market. Imag-
ine if we would do Keystone, if we would open up access, if we
would, as Congressman Carney and I talked about, really focused
on our own energy, if not independence, on our own energy secu-
rity, what kind of message that sends to the international markets,
that A, America is determined to be energy and economically and
Nationally secure, and B, we are going to be something about it
now. You know, we could have this same conversation, Congress-
man, next year because it is going to take 4 years to do it, and we
could be having the same conversations as more and more refin-
eries are closing throughout the country.

Mr. MEEHAN. I am concerned about the earlier testimony that
suggests that we may be looking at even additional refinery clos-
ings, but I am struggling with this concept that we keep off-shoring
this capacity because once we lose this capacity, we will be depend-
ent upon, to the extent that we are able to access our own, but to
the extent that we have to turn to foreign countries for the ability
to refine it even if we get it here is a concern of mine, unless you
tell me that we are continuing to develop capacity sufficient to
meet our supply.

Mr. DREVNA. I watched steel mills in my hometown up and down
the Monongahela and Ohio River close when I was growing up. We
don’t want that to happen anymore.

Mr. MEEHAN. Mr. Carney, do you have any follow-up questions?

Mr. CARNEY. Well, I would just mention the fact that I am
pleased that the steel mill that is in the town that I grew up still
exists right down the right here in Claymont, and it is not run by
an American company anymore but it still operates and produces
steel in global markets that maybe are somewhat uncompetitive.

I am still scratching my head. You mentioned that markets react
to price signals. The problem seems to be that prices don’t seem to
react to markets in the way that we were taught in the textbooks
in the petroleum industry, and that is why I am still at a loss to
explain or to understand why these refineries that are here in our
region are not competitive, that were losing money, according to
Sunoco management at the rate that they were, and other refin-
eries around the country refining, as you just said, the same kind
of crude were more efficient and were able to make a profit or at
least stay in operation.

What concerns me the most particularly this morning, because
this hearing is a Homeland Security hearing, we are having it here
because Congressman Meehan has prevailed upon his colleagues on
the committee to allow us to do that, and I have been able to par-
ticipate because he was able to get unanimous consent for that. So
I come back to the one thing that you said a minute ago, Mr.
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Drevna, which is: Why? If we are trying not to be reliant on foreign
crude oil and all of the National security implications that that has
had and all the problems it has created for our country going back
as long as I have been paying attention, and in fact the impact it
has on the value of the dollar. If there is one thing that affects the
dollar, it is the fact that tens of hundreds of billions, trillions of
dollars flow out of this country to countries around the world and
affecting the value of the dollar more so than I would argue than
some of the impacts that you mentioned.

I think the issue for this morning, though, is: What does the clo-
sure of these facilities mean for our own security here in our coun-
try? My conclusion is that it is not a good thing, that it is going
to make us more reliant, not just on crude coming from overseas
but also in refined products and that those supply chains are going
to be subject to terrorist attack. They could be subject to political
shutdown just like we imposed on the state of Iran with respect to
their activities there in that region, and I don’t see how you can
conclude—I know we had the Homeland Security representative in
the first panel—that this is not a really negative thing for the secu-
rity of our country. Mr. Drevna, I agree with you that we ought to
be doing what we can to make sure that these facilities are able
to operate here and operate profitably. But it appears that we are
subject to the whims of the marketplace that don’t seem to be driv-
en by the supply-demand price equations that I am familiar with,
and that doesn’t require any response, but I want to thank you.
What I would ask you, though, I guess Mr. Greco in particular, to
list those things, you know, environmental constraints and imposed
costs on the refining process, particularly ones that do not give us
any kind of benefit or a benefit that justifies the cost that they im-
pose on the system.

Mr. GRECO. I would certainly be happy to respond.

Mr. CARNEY. Thank you.

Mr. GREcCO. Also, we can give you some information that does
show that diesel and gas prices do mirror crude oil prices. If you
look at NYMEX, it is very much a stair-step—so when you talk
about the markets don’t react like a typical market does, in reality,
it really does mirror the price of crude oil.

Mr. CARNEY. You don’t agree with that statement?

Mr. GrREcoO. I would prefer to clarify it for you.

Mr. CARNEY. Fair enough. I am not an expert, but I just watch
what happens at the pump.

Mr. MEEHAN. Well, thank you, Mr. Carney, and I thank our pan-
elists, the witnesses for your valuable testimony. Either these
Members or other Members from the committee may have ques-
tions, and if they do and they are submitted to you, I ask that you
respond in writing. The hearing record will be open for 10 days to
do so, and so without objection, the committee stands adjourned.

[Whereupon, at 12:11 p.m., the subcommittee was adjourned.]
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